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CHAPTER 1: INTRODUCTION 


1.0 Policies in Perspective 


The Commission of Inquiry into Residential Tenancies was 
created by the Province of Ontario with terms of reference 


which include: 


lL. to examine, study and inquire into the laws of 
OT oar hor, Pvc id -cile> stable se and 
regquilatmong passed thereunder affecting 
fesiaential™ tenancies in- Ontario. for the 
purpose of determining, 

a) fretequrry of the current system Of rent 
review, having regard for the rights and 
miteresics. Of DOL the landlord and the 
tenants; 

b) the effect of rent review on the level of 
rental rates -anduthe supp lysoturesidens 
tial accommodation in the province; 

c) whether a more expeditious procedure 
Should be applred to the review and 
decision-making process of the Residen- 
Liat Tenancy Commission in view of tie 
issues being raised, the right of appeal 
and the need for timely decisions;... 


To achieve these ends, the Commission has undertaken a series 
of studies examining rent regulation and its ability to 
contribute to achieving the goals which have been proposed 
for rental housing policy. 

Unlike other studies in the series, the present one does 
not focus on rent regulation itself. Rather, it derives from 
the Commission's further mandate 

to recommend what measures, in addition to rent 

review, the Provance of Ontario .might take fo 


assist in providing rental accommodation at fair 
rents. 


Thus, this paper assesses the relative merits of other types 
of policies by which the government can influence the rental 


housing market in attaining the goals of housing policy. 
1.1 The Choice Among Policies 


In formulating housing policy, government policy makers 
are faced with a wide range of possible instruments that they 
Can use.(l) Fach instrument of housing policy .has, different 
effects on the various goals of housing policy. One instru- 
ment will be unlikely to dominate all others in every 
dimension. An instrument may have an advantage with respect 
to some goals toward which it contributes more effectively 
than other anstrumentes, Ile may still ‘contribute, léss etre 
tively but still positively with respecte to other goale. 
Finally, an instrument may have undesirable side-effects in 
that its use may be positively detrimental to the achievement 
of other goals. 

The differential impacts of different instruments on the 
various goals of policy have a number of important implica- 
GS. The exclusive use Of a single instrument ws noe 
likely to be the best approach to the achievement of policy 
Goals, overall, “Such: an approach, could’ be -approprtace ha 
policy were just an exercise directed at only one goal 
without any consideration of any other. Then the instrument 
which 1s most effective ‘for achieving sthat tgoal would be 
chosen as the sole means of policy. Lhe, LoOsBmuLarion Of 
policy, however, reflects not just the choice of one goal but 
rather the choice among a multitude of goals which results 


from the trading-off of a variety of interests. As a result, 


policy makers must choose a package of instruments which best 
contributes to the attainment of their goals. 

The choice of a combination of instruments also means 
that the effects of a single instrument cannot be considered 
solely with respect to only one goal because 1ttS*effects” in 
other dimensions are germane to the overall performance of 
policy. Moreover, the performance of an instrument cannot be 
judged in isolation of other instruments which affect the 
Same objectives. An instrument must be judged in terms of 
its contribution to the performance of the best package of 
instruments available for achieving the objectives of policy. 
Trelis quirte possipi1e, “considered in rsoratcron, “that "an 
instrument ranks high in terms of its contribution toward an 
important ‘goal, butlimay ono bewpartot” a comprehensive 
program of policies because combinations of other instruments 
match its performance without any detrimental side-effects. 

A final factor which must be taken into account is the 
fact that every policy has widespread effects beyond Ls 
intended area of influence. Tariff policy, for example, has 
an impact on labour markets, on the volume of foreign 
investment and income distribution, among other things. SO 
foo; it is not possible to make a clear delineation of the 
set of policies which can be designated as rental housing 
policies. Thus, though rent regulation and the policies 
viewed in the study can be characterized as rental housing 
oebicies, Le visi nore dritieulty to delineate where rental 
housing policies stop. Homeownership policies, in particu- 
lar; also have an impact on rental markets. A policy which 
alters the cost of homeownership has a substitution effect. 


If homeownership becomes relatively cheaper, households wartll 


be induced to shift from rental housing toward homeownership. 
Housing policies also work through the supply side of the 
market. Owner-occupied houses and rental units, for example, 
compete for the same land. More directly, either ownership 
or rental policies may encourage the conversion of rental 
units,-into condominiums, sreducing, athe ysuppliv Goh (eented. 
housing and increasing the supply of ownership units. 

The general argument presented above must be taken into 
account, in. any .cveview of any housing policy. 5 As review or 
rent regulation as a component of housing policy must extend 
to compare rent regulation with other approaches to the same 
goals and to examine the interactions of rent regulation with 
these ‘other policies. These other policbes, may gattain 
certain goals of housing policy more effectively than rent 
regulation. Such a finding would indicate that the emphasis 
of rent regulation and other policies must be directed toward 
those goals for which they have a relative advantage. Alter- 
natively, other policies may be capable of overcoming side- 
effects with respect to some goals that may result from using 


rent» regulation im ithe ‘punsuit sof any; goals (for iwhich 1timay 


be suited. 
1.2 Provincial Policy in a Federal State 


Therprecedinogudiscussion ofatherchoulce among polltodues 
has proceeded from the assumption that the policy maker is 
able to implement those instruments of policy which are best 
for the present purpose and refuse to use those that fail to 
contribute to or even hamper the attainment of the God sia 
policy. Such an approach would be appropriate for a unitary 


State when only one level of government=conductswpoelsicy. 


This, wena Ly.sisiewoudid: be .a)misleading,characterization |of 
policy, for sal.government .in.a,-federal »state which :must 
recognize and take into account the policies of other levels 
of government in formulating its own. 

The government of Ontario must take into account the 
actions of other levels of government in formulating its own 
policies regarding the central housing market. Like many 
constitutional) assues,.iit.is.not-clear withwhich level of 
government lies the ultimate authority for housing podskoyy an 
Canada... Goldbercgw(1983 .observeswehateSections<).2; cfirithe 
British North America Act assigns to provincial legislatures 
Mexuc lusivemresponsibalityetob»ah) mattenswof wa,merelysiocad 
Oreprivate.naturewinsg the: province’ s(p4 55,2) mwhich includes 
municipal institutions and property and civil rights. At the 
same time, however, he notes that many federal responsibili- 
ties under Section 91 can influence housing markets. These 
powers include: regulation of trade and commerce O Alar aes 
currency and coinage 91(24)-. banking, ~incorporation,,of 
banks, and the issue of paper money 91(15); and interest 
91(19).. 

Municipal governments derive their powers from the 
provinces themselves under the provincial responsibility for 
municipal institutions. Goldberg argues: 

Provincial governments, in turn, have delegated to 

municipalities the powers to regulate land use and 

Subdi Vis lonvactivity, and to control ‘the type of 

urban development within each municipality. (p. 60) 

The de facto responsibility for actual rental housing 
policies may differ from the constitutional assignment of 


powers. In fact, as the review in Section 3.0 below shows, 


until recently the history of housing policy has been, first, 
a history of federal initiatives; then federal initiatives 
with provincial responses and only more recently, independent 
provincial initiatives. In many ways, the leadership of the 
federal govenment in housing policy is guite understandable. 
Early housing policy was directed toward general objectives 
such as maintaining activity in the construction industry and 
the <atbeviatron— of “général Housing shortages "sothac 
aggregate policies such as loan programs, guarantees and 
general subsidies were appropriate instruments. The federal 
government also commanded, to a greater degree, the financial 
resources which made such policies possible. Only as the 
goal shifted from such general goals to the redistributive 
goal (of directing ‘support “to target “households wactene 
federal government required to seek the collaboration of the 
provinces to any substantial degree. The federal-provincial 
partnerships were developed as a means, first, to provide 
assistance to low income households through public housing. 
The final shift in emphasis came with the implementation 
of rent regulation in 1975. Still, some tie persisted waren 
the federal government, for the formal initiation of rent 
regulation in (Ontario? coineidéd with the anta—inplartion 
program announced by the federal government. Nevertheless, 
the design and operation of rent regulation has been solely 
within the hands of the provincial government. Moreover, 
with the retreat of the federal government from participation 
in shared-cost programs, alleviation of the Side-effects of 
rent regulation also appears to have become the responsibili- 


ty of provincial governments, if only by default. 





The provincial government cannot make its choice of 
policies independently of the actions of the municipal and 
federal governments. Policies differ with respect to the 
need for the cooperation of municipal governments for their 
implementation. Ideal policies in all other dimensions must 
be rejected if the municipal cooperation that is required for 
effective implementation will not be forthcoming. The 
policies of the federal government, however, are likely to be 
a greater constraint on choice by provincial governments. [In 
the past, the federal-provincial partnership has involved the 
federal government in setting the terms under which provinces 
can qualify for financial assistance. Under such circum- 
stances the provincial choice should no longer be among 
pouwowes on. therbasws! of ithe: merits, ceteris paribus. One 
thing has not been kept equal, given the federal pol rere's, 
and that is the cost to the province. From a purely provin- 
cial standpoint, the provincial government should consider 
policies on their merit, given their costs after federal 


assistance wis’ taker fin to:saccount. 


2.0 Method of Analysis 


The number and complexity of housing programs which have 
been used in or proposed for Ontario makes any comprehensive 
analysis on’ a program by program basis impossible. The 
appendix to this chapter gives some idea of this complexity 
by summarizing the essential features of present and past 
federal and provincial programs which have been directed 
toward the rental housing market. The multitude of different 
programs and their variants make it too easy to become lost 


in the detaltls of programs without gaining any overall 


perspective of the workings of housing policies. Therefore, 
it has been essential to group policies into general types in 
which policies are classified according to the mechanism 


through which they influence the rental housing market. 
2.1 System of Classification 


The «system of classification: vised amithis study 
developed in Chapter 3. Tt. groups) polietessaccording) 2s 
their initial impact on the rental housing market. The three 
types of policy identified are i) demand augmenting, i11) 
Supply augmenting and iii) market replacing policies. Within 
each category, a few policies, actual or proposed, are taken 
as representative of that group of policies and analyzed in 
some detail. Each of these policies has a similar general 
purpose: alteration of the working of the rental housing for 
the purpose of attaining various social goals. The classifi- 
cation shows the way in which policies, which are directed 
toward the same general objectives, can work through 
different mechanisms in attaining these goals. The classifi- 
cation also can be used to assess the likely effects of 
proposed policies. Much can be learned about the effects of 


proposed policies from examining the characteristics that 


they share with past or existing policies. 


2.2 The Goals of Rental Housing Policy: 
An Initial Perspective 
Rental housing policies, as outlined in Section 3.0 of 
this chapter, have been directed toward a variety of goals 
with the overall emphasis changing over time. As a result, 


the present analysis cannot assess rental housing policies in 





terms of a single objective. Rather, the analysis proceeds 

by assessing each type of housing policy in terms of a range 

of criteria relevant to policy makers. 

Tease —Crireria.are dcerived, in, part, from those 
developed by Stanbury (1984a) to assess the workings of rent 
regiuiation, bn Ontario. The use,of common criteria is 
necessary inasmuch as rent regulation and the housing 
policies described in this paper are complementary methods 
for achieving the objectives put forward by policy makers for 
Hous tng). DOaacy. Some additional criteria, and further 
dimensions of criteria are considered in this study because 
of the special characteristics of the policies under review. 
The policies considered here are budgetary policies requiring 
the expenditure of government resources whereas the policies 
studied by Stanbury are regulatory policies intended to 
influence the behaviour of market participants without any 
direct expenditures of government resources. 

The criteria used in this study are discussed fully in 
Chapter 3 below. Bvewayveotlintroduct loans) they Cai be 
summarized as follows: 

1) Affordability of housing. This objective measures the 
degree to which rental housing policy can serve to make 
rental accommodation more affordable to lower income 
groups which are identified as the targets of housing 
policy. The affordability of housing depends on the 
interaction of prevailing rents with the incomes of 
target groups. Thus, this objective has been divided 
into two components for the purpose of the present 


study: 


a) Adequacy of income. This criterion measures the 
effects of different policies on the incomes of 
target households, 

D) Adequacy of housing. This second dimension of 
affordability measures the effects of policies on 
the supply of rental housing available at rents 
affordable to the target group of households. 

Effectiveness for cost: Effectiveness of cost captures 

the degree to which a policy meets its affordability 

objectives efficiently. From the perspective of sac 
quacy Of income, it asks whether there are significant 

Spill-overs beyond the target group, whereas from the 

perspective of adequacy of housing, it asks whether 

there are slippages between the distribution of 
assistance and increases in the availability of housing 
for target groups. 

Rent gouging. This criterion assesses the degree to 

which a policy discourages rent gouging or ameliorates 

its effects. 

SSCurLeyy Of tenure. Security of tenure indicates 

whether @ policy influences the tenure -of target 

households. It includes the economic aspects of 
security of tenure and, in addition, any need to change 
residence in order to qualify for benefits. 

Economic efficiency: This criterion measures the extent 

to which a policy creates incentives for efficient use 

of the stock of housing. It also considers the effects 

Of policies on the efficient use of other Lesources, 


most especially, labour through its effects on labour 


mobility. 
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6 ) Administrative efficiency. Administrative efficiency 
roeteraeho, theweadditionail:.costs), incurred.by the 
government itself, together with the costs imposed on 
the private sector, which arise from the implementation 
of the program. Assessment of this criterion requires 
examination of the administrative apparatus required to 
manage the program. 

7) Feasibility. Feasibility reflects those considerations 
beyond those already discussed, which influence the 
probability that any type of policy would be implement- 
Ode, bt. dncludes the appropriateness of the policy to 
the level of government concerned, the need for coopera- 
tion among governments and the degree to which the 
features of the policy can mobilize support in his 
favour from the various interest groups such as tenants, 
landlords, developers and taxpayers which may be identi- 


fied with housing policy. 


3.0 The History and Evolution of Housing Policy in Ontario(2) 


Housing policy in Ontario can be traced as) farsback.as 
1919 when the federal government initiated a $25 million loan 
fund for provinces to assist municipalities in the construc- 
tion of modest quality housing. The purpose of the project: 

Was not to provide housing for any particular group 

but to relieve what was thought to be a general 


scarcity of housing for Canadians. (Task Force on 
CMHC 1,957.9 Dean 


Fallis (1980) judges housing policy in Ontario: 


It is sometimes alleged that there is not now and 
never has been a "housing policy" in Ontario, only 
a series of improvised, often contradictory, 


11 


responses to pressure of the moment. In the sense 
of a clearly enunciated blueprint actively imple- 
mented by various levels of government acting in 
CONCETL, cat Loe CLuc. Ubaiel woe so OU sess» Ve.) 


Fallis continues and observes correctly: 


However, that is a-rather severe definition of 

policy. .Using.the simple criterion that “policy 1s 

what government does" one can discern in the legis- 

lation, ‘administration andmsexpendiuturecwlof 

governments, “ther, housing, polkrey= in Ont arto 

Cha weleys ee perl) 

The purpose of this section is not to provide a detailed 
documentation of the housing policies followed in Ontario. 
Rather, attention will be directed towards the changing goals 
of housing policy so as to illustrate the point that there is 
not one single criteria by which the effectiveness of housing 
policy can be judged. Instead, housing policy has been used 
as ameans to attain a variety of goals over time and evenat 
any one time, it may be directed towards several goals with 
unclear emphasis among them. In addition, this summary 
aC lCenpbsweoudocument. tne pervasiveness of government 
LVterVvent von ean. the housing market: This degree of 
government involvement has several consequences. Major 
changes in housing policy affect parties such as landlords, 
tenants and developers in fundamental wayS.e. People have come 
to expect elements of housing policy and depend on them to 
the degree that they have made plans and decisions based on 
it. The direction of government policy is more than a minor 
determinant of their wel l—being. 8 As a result, proposals for 
change take place in a hotly contested battleground and, as a 
consequence, must reflect an awareness of the interests of 


competing parties, In addition, any policy initiative must 


2 





be undertaken only with an awareness of its interaction with 
already existing policies. A policy may have very different 
effects when applied to a market otherwise unaffected by 
government intervention than in a market shaped predominantly 


by government policies. 
3.1 The Goals of Housing Policy 


Housing policy in Canada has come a long way since the 
time one analyst could observe, “Th Canadayie oust nglas 2 
political subject has, not to date, been a controversial one" 
(Watson promi 4). Lhis*™statement need only be changed by 
oor ae ene SOM SssiOn, Of NOt" ==) co Gescrirpe tne 
prominence of housing policy as a Deitrceate to sue ln Che 
1970's and 1980's. Part of the reason for Phe pol Lticization 
Of housing Nas been the result of a transition of housing 
policy from being a means of stimulating economic activity 
through residential construction to being a major instrument 
of social policy for income redistribution. 

Previous assessors of housing policy in Canada and 
Ontario have identified distinct phases OLevC Li cy swat 
respect to the objectives being pursued. The Task Force on 
CMHC (1979), for example, states: 

Throughout this period, housing has been used, when 

thought necessary, as an economic stimulation tool. 

Howeiviers the ithrust. of federal and provincial 

policies has shifted considerably, beginning with 

the emphasis in the thirties and forties on employ- 

ment and demand stimulation, Shit tino. ere 

fifties to a concern with the avaitabrlity “Of 
housing finance and in the late sixties and most of 


the seventies to a preoccupation with social policy 
and income redistribution.... (p. 11) 


5) 


A similar taxonomy of housing policy is presented by Fallis 
(1980): 

Ontario housing policy in the post-war period can 

be divided into three eras: 1945 to 1964, 1965 to 

1975, and 1976 to the present. Although, of course 

somewhat arbitrary, because programs in one period 

continue into another and legislation enacted in 

One year may not produce significant results until 

later, this division does bring some order to the 

plethora of programs... (pb. 12) 

Both the Task Force and Fallis were commenting upon housing 
policies in general. Some indication of the changing goals 
of rental housing policy can be gained from examining major 
policy initiatives of the federal government presented in 
Tatar IG) 

The major policy initiatives taken, from the Provincial- 
Municipal Loan of 1919 until 1964 appear to reflect a concern 
with two issues: stimulation of the economy and alleviation 
of actual and potential scarcity of housing. Moreover, the 
emphasis, as far as housing was concerned, was directed 
toward owned rather than rental housing. The only major 
initiatives that reflect a concern with social housing were 
the National Housing Act of 1938 and the federal-provincial 
partnership for public housing in 1949, Wilson (1959) 


however, reports that: 


No units were produced under the legislation 


because of provincial delays in enacting necessary 
complementary legislation and because of wartime 
economic conditions. (p. 220) 
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TABLE 1.1 


Major Initiatives in Rental Housing Policy 


ee es SS eS SS 


POticy Initiative 


Apparent Goals 


ee eae ee ee ee 


1935 


1938 


1944 


1946 


1949 


1954 


Provincial-Municipal Loan 
Program 

$25 million loans 
available to provinces 


Dominion Housing Act 

- $10 million loan fund 
for builders and owners 

- interest subsidy 

- capital guarantee 

- 75/25 loans 


National Housing Act 

- 90/10 loans 

- subsidized loans for 
limited dividend 
companies, local housing 
authorities and non- 
profit associations, 
for low income rental 
projects 

- property tax relief 


National Housing Act 

- consolidation of 
previous programs 

- guarantee to suppliers 
of rental housing 


CMHC created 


Federal-provincial parter- 

ship in public housing 

- federal government 
provides 75 percent 
capital and operating 
costs of public housing 


to provinces and through 


them to municipalities 


National Housing Act 

- mortgage insurance 

- chartered bank lending 
power under N.H.A. 

- guarantee for loans 


sea. 


alleviate scarcity 
of housing 
VTASEePOLrce,;: De >) 


stimulate economy 
(Task sBLCe, ) De od 


reduce 
unemployment 
improve housing 
conditions for 
families with 
low incomes 
(Task Force, pp. 
5-6) 


alleviate expected 
housing shortage 
reduce 
unemployment 


stimulate private 
production 
(Dennis-Fish, 

Oo 120) 


"provide much 
needed public 
housing" 
(WELSOD. Ds 221) 


TABLE 1.1 


Date 


1964 


Po 


1369 


RS Pes 


(cont'd) 


Policyndwiative 


Changed federal-provincial 
partnership 


federal government 
provides 90 percent of 
Capnrtal cost sand “50 
percent operating sub- 
sidy for provincially 

or locally owned and 
operated public housing. 
Téenants pay ZS percent 
of income as rent 
establishment of Ontario 
Housing Corporation (OHC) 
Loanseco, NON. prone 
housing 


market determinator of 
interest rate for NHA 
insured loans 

minimum term for 
mortgages reduced from 
25 0" 5, Vears 

chartered banks permit- 
ted to make conventional 
mortgages 


Rent supplement program 
covers difference between 
market rent and 25 percent 
of income 


Non-profit and co-operation 
programs to give 100% loans 
tO non-profit organization 
(charitable, provincial or 


municipal ) 


to provide moderate and low 
income housing 
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and co-operatives 


Apparent Goals 


StL been LOCUS.O: 
CMHC from one of 
market efficiency 
to one of 

réadrseri bution. 
(Task Force, ‘p. 8) 


"targetted to low- 
income households 
residing in private 
private rental 
accommodation" 
(Government of 
Canada) 198575 O25) 


“Onee of birst 
federal low income 
programs which did 
not require matching 
subsidies from other 
levels of govern- 
ment" (Government 

of Canada, 1985, 
Deed) 

"to provide housing 
for-=loweand 

moderate income 
householders unable 
to locate or afford 
such housing on the 
Open market... 
Priorities for 
funding were first, 


Table *1..1 


(cont'd) 


ee can nenersnErSRainr nar SEDO 


Date 


Policy Initiative 


Apparent Goals 


a a 


1973 (cont'd) 


19775 


1975 


198 


L9er 


Implementation of Non-Profit 
and Co-operative programs in 
provinces where federal/ 
provincial master agreements 
had been signed. Subsidy 
equal to difference between 
rent and 25 percent of 
income. Cost shared equally 
between federal and 
provincial governments. 


Assisted Rental Program 
provided interest free 


assistance loans to entre- 


preneurs for new rental 
accommodation financed by 
private lenders in order to 
bring rents down to market 
levels. 


Nonprofit and co-operative 
housing program provides 
subsidy equal to difference 
between mortgage amortization 
cost at market rates and 2 
percent and is first used to 
reduce cost to lower end of 


market rents and then to 
assist low income tenants 


Canada Rental Supply Plan 
(CRSP) supplies 15 year 
interest free loans up to 
$7500 per rental unit 
constructed 


families of low and 
moderate income, 
with a high priority 
to areas needing new 
construction; Second, 
senior citizens and 
third special needs 
such as handicapped" 
(Government of 


Ganadawi1385, ipy 7). 


A ee a a arene ae 


SOURCES: 


Government of Canada, Consultation Paper on Housing (January, 


1985). 


Ey? 


TASLE 121 mSoutceess’ cont'd) 


Task Force of Canada Mortgage and Housing Corporation, Report 
on Canada Mortgage and Housing Corporation (October, 1979). 


Lawrence Smith, "Recent shifts in policies affecting housing 


in Canada” in M.A. Goldberg (ed.)~ Recent Perspectives in 


Urban Land Economics (1976). 


George Fallis, Housing Programs and Income Distribution in 


Ontario: 15500. 


Michael Dennis and Susan Fish, Programs! (ine search of la 
Policy: Low Income Housing in Canada (1972). 
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Similarly, Dennis and Fish GQo72 ace por tt) that; 


We [in Canada] have had a social housing program, 
on paper at least, since 1949. In -practicse,.-a 
minimum of funds or effort were expended on social 
programs until [the 1970's]. (p. 126) 


Fallis (1980) summarizes this phase of Canadian housing 


policy.aptly: 


Canadian housing policy until 1964 was dominated by 
a desire to increase the volume of residential con- 
struction, especially of single-family housing (p. 
b3) BivodThetphi lesophy 7of*theoday ewas= "to assist 
the private! sectors..". (pp. -’5:) 


A major change in housing policy occurred with the 
revision of the National Housing Act of 1964 which has been 


described by Patterson (1977) as a "watershed". This 


revision: 


Authorized the Corporation to provide direct loans 
to the province for 90 percent opethescapiralsecoset 
of public housing projects and to share the 
apeneduing.| osswcone as..5 0550 basisiry stbodmakie.sancd0 
percent loan for land acquisition and servicing of 
the dproject: ~tonloan «to non-profit corporations 
owned by a province or municipality for low rental 
projects; and to permit greater funding of urban 
renewal programs for a wider range ef sprogects: 
(Task Force, 1979, p.- 8) 


The Ontario government responded in the same year by creating 
the Ontario Housing Corporation "which saw its mandate as the 
immediate production of low income housing units" (Dennis and 
Fish, 1972, p. 147). 

The Task Force (1979) viewed these changes as having a 
number of effects: 

First, they resulted in decentralization of housing 

policy, with provincial housing corporations begin- 


ning to assume increased responsibility. Second, 
the amendments shift the focus of CMHC from one of 
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market @fEiciency concerns to one of redistribu- 
tion. Thus;7CMAC ai conjyuNcli om withthe prev inces 
began to undertake programs such as land assembly 
which before had been undertaken by the private 
sector. {Task Force, p.-9) 


This change in emphasise did»not initially represent any 


abandonment of previous objectives. As FPallie (19305 


observes: 


In the early 1960"s the approach of government 
began to change, not so much out of dissatisfaction 


with the previous system -- the insurance program 
remained and extensive residual lending continued 
until 1971 -- but because it was felt more could be 


achieved. Attention shifted from market failure to 
income issues, and governments became much more 
involved in the housing market. (p. 16) 


While this judgement refers to Canadian housing policy as a 
whole, a similar judgement has been made for Ontario by 


Dennis and Fish (1972): 


White Ontariolwas» far and! away theliprovinewadl 
leader stn thesprovision of low income iomean mes nc 
should be remembered that the total effort in low 
income housing produced only a very small percen- 
tage of the total units provided during that period 
in Ontario. For example, the 6,100 units of public 
housing represented less than 1 percent of the 
total number of housing units produced in Ontario 
during¢the«periiod: 1( pel 4g } 


Nevertheless, there is no doubt that the 1964 initiative 
represented a clear change of direction. Tie. CMHC. Taex 


Force, for example, observed: 


By the late sixties, the changes in the objectives 
of federal and provincial housing policy were 
increasingly evident. For example, between 1949 
and 1967, a nineteen year period, approximately 
$172 million was committed for publichousing. Fern 


comparison, in the two years 1968 and L969, .OV7eELr 


$377 million was committed to public housing. 
(997.9: 5.49 2 60°) 
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The nature of the change became further evident by 1967 when, 


as the Task Force observed: 


The federal government was faced with a difficult 
choice. Either it could withdraw substantially 
from the provision of direct loans to finance large 
Youumes of private market housing"; ignore the 
provincial demands for funds to finance social 
housing; or substantially increase its financial 
commitment to housing. (1979, p. 9) 


Faced with this guandary, the federal government chose 
the second alternative of supporting provincial priorities 
while dealing with the finance of private housing by making 
residential mortgages more attractive to private lenders. 
Fallis (1980) summarizes the essence of this changed emphasis 
clearly: 

Housing was classed with education and health care 

as something to which everyone was entitledsasnva 

miohtey <rnsithe) eard y 2970"s :the minds ter "of sate 

for urban affairs stated that the federal govern- 

ment has “adapted the basic principle that [says] 

it is a fundamental right of Canadians regardless 

of their economic circumstances, to enjoy adequate 

shelter at reasonable cost." The Ontario Ministry 

of Housing declared that “adequate housing at 

affordable prices is a basic right of all residents 

pwn Garo. De ake) 

The emphasis, once housing policy became concerned with 
affordability in the mid-sixties, began to change with 
respect to those whom policy was atttliempting! to“assis.t.°° The 
1964 revision of the National Housing Act gave active 
encouragement to public housing aimed at the lowest income 
groups. Fallis (1980) characterizes the approach to housing 
policy taken in the 1960's: 

Households in the upper third of the income distri- 

bution received no direct assistance, operating 


wholly in the private market; households in the 
middle third received a little aid through the 
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market failure programs...; households in the lower 
third received direct assistance under the programs 
to redistribute income. (p. 21) 


Through the later 1960's’ and) 1970's the emphacicect pOUmicy. 
shifted, even though distributional considerations prevailed. 


The Task Force (1979) identified the objectives of housing 


policy sinyrthe: earidy “70 %s--as; 


- stimulation of residential construction for 
cycloacatrstabulazation purposes: 

- assistance to middle income groups which were 
Sxperlencing dlEL i cumtiesipin buying a house 
because of inflation, 

=" Umprovementiiof JEhe community environment in 
which housing units were placed 

~ Subsidization of rental production: for house= 
holds whose incomes were not tested. (pee Op 


Similarly, Patterson (1977) suggests: 


This commitment declined between 1971 and 1973 when 
the National Housing Act was amended to accommodate 
a host of new programs. Chief among these turned 
out to be the Assisted Home Ownership Program which 
was intended to provide shallow subsidies to those 
families otherwise unable to purchase housing on 
the market or to those families with incomes in the 
upper ranges of those normally ehtering “publsie 
houUsaing. (sp. 92945 


The second and the last objectives identified by the 
Task Force suggest that while an emphasis remained on use of 
housing: *policy, ‘the Carge tx ‘for. ifthe redistrabutwonsenad 


Shat tedes ; AsMFad Ist (19801) has incisively observed: 


An even more significant Change in the Organization 
Chart was the growth of Programs intended to pro- 
vide assistance to the middle third of the income 
CS tae 1 Dit dion. 2. Housing was beginning to "cost 
too much" even for the middle-income household.... 
Indeed, as bizarre as it May sound, the income 
problems of the middle class became more important 
than those of the Poor Gp: 22) 


a2 


However bizarre, such an emphasis is not entirely unexpected. 
Pa aaa NOLO e en aUntypical Of other nousing programs: 


Stanbury and Vertinsky (1985), for example, argue forcefully: 


That controls may be advocated in the name of the 
poor, the immobile elderly and disadvantaged 
minorities. However, their persistence (and indeed 
their original enactment is largely attributable to 
the DOLL tos of catering .to.the.interestsy of fhe 
much larger number of non-poor, non-elderly and 
non-disadvantaged.... Rent control is a tribute to 
the political effectiveness of the middle class... 
CO od ) 


The last phase of housing policy which began in 1975 can 
best be described as one of retrenchment. The Task Force 


reports: 


By 1975, pressures on federal loans funds became 
too great and a policy shift was made from federal 
financing to the provision of federal subsidies on 
Dovete.y Lainanced Nousing....5 At this time, the 
federal government also began to withdraw from 
joint federal-provincial efforts and provincial 
priorities were reassessed... Provinces also 
withdrew from federal-provincial public housing as 
the staggering costs and massive inequity of the 
program toward individuals became evident. (1979, 
ik 23) 


A similar judgement has been made by the Social Planning 


Council of Metropolitan Toronto (1984): 


Direct federal spending on social housing has been 
greatly reduced by the termination of funds for 
both Section 43 public housing and land banking, 
and by substitution of private lending capital for 
direct government financing. The withdrawal of the 
provincial government has been even more severe. 
Subsidies to non-profit and co-operative projects 
have been terminated since 1978. (p. vi) 


heel Senor ecotpecr dentate thatethis reaction.gainst. the 
costs of rental housing policies occurred when it did. The 


beginning of the last phase coincided with the introduction 
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of rent regulaticonvin many provinces, un concert wren antdi= 
inflationary controls, implemented by the federal government 
Sos Ear ee. The program of rent regulation served to 
discourage private sector investment in rental housing and 
thus, increased the potential burdens of financrng pupaae¢ 


sector programs. 
3.2 The Instruments of Housing Policy 


The use of instruments of housing policy im the past has 
evolved in distinct stages over which one instrument has 
gained priority for a limited period of Eimemoniy stomoe 
replaced by another. Moreover, the changing emphasis tends 
to correspond with changes in the emphasis on the goals of 
housing. 

Promits* beginnings ih 1909) “towel Wanto the post-World 
War II period, the most emphasized instrument of housing 
policy consisted of the use of direct lendings. During that 
period, housing policy was directed toward housing construc- 
tion for the dual purposes of stimulating =the economy and 
alleviating perceived Scarcity of housing. At various times, 
Subsidized loans were made available to the provinces and 
builders to encourage rental housing and also to owners to 
€ncourage home ownership. 

A break with this approach occurred with the federal- 
provincial Partnership of 1949 by which the federal govern- 
ment agreed to subsidize 75 percent of the capital and 
Operating costs of public housing supplied DY peovi meal 
governments. As a consequence, the provinces began to direct 
thelr “polifeies toward the provision of Public housing. 


Sei hy Ont change in emphasis was not abrupt. The’ 19524 
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revision to the National Housing Act introduced measures such 
as mortgage insurance which was meant to encourage home 
ownership. Moreover, despite the introduction of federal 
subsidies under the partnership agreement of 1949, only 6,100 
units of public housing were produced in Ontario from 1950 to 
(S64. 0Dennhis and Fish, 19729 pe Lay). 

The most substantial shift in focus of CMHC from market 
efficiency toward redistribution occurred with the revision 
of tele Federal —-prov incital’ partnershipy in’ 09604,e which 
strengthened public housing under arrangements through which 
the federal government provided 90 percent of capital grants 
and shared 50 percent of the operating losses for provincial 
or municipal public housing. The emphasis on redistribution 
was extended in 1969 with the addition of another instrument 
in the form of the rent supplement program directed toward 
"low income households residing in private rental accommoda- 
tion’ (Covernment of Canada, 1985, p. 8). 

The most recent shift in emphasis in housing policy 
occurred with a much reduced reliance on budgetary policies, 
requiring government expenditures, together Withee 
concomitant increased reliance on non-budgetary techniques. 
A major step was the introduction in Ontario of rent regula- 
tion in 1975.(4) At the same time, the nature of the federal 
government's subsidy program for rental housing changed. The 
emphasis was shifted away from direct subsidy to guarantee 
and from capital subsidy to operating subsidy. The) 1973 
measures replaced the capital grant element of public housing 
with 100 percent loans to non-profit amd cooperative housing. 
The program was further modified in 1975 to limit the federal 


government to making a subsidy egual to the difference 


ZS 


between the rent and 25 percent of income. Subsequently, 
this subsidy was modified to be equal to the difference 
between mortgage amortization cost at market and at 2 per 
cent so as to i) reduce the rent to lower end of market and 
ii) assist low income tenants. 

in One sense, this, historical review has bean overly 
selective to the extent it suggests that housing policy uses 
Only one or few instruments at atime. At any time, rental 
housing policy consists’ of eeleaction iF programs, some 
emphasized, some active and some inactive. The Appendix to 
this Chapter, for example, lists and describes the current 
and earlier rental housing programs of the Ontario and 
federal governments as of 1984. As can be seen, the variety 
of programs is substantial. 

Mas eshort, hastorivcal ’review sor the instruments of 
rental housing policy fulfills two purposes. Finst, it show. 
that the past record of policy demonstrates a changing use of 
different instruments of policy. “Second, it Suggests that 
some correspondence exists between the objectives currently 
being pursued and the instruments Currently used for the 


Purposes of housing policy: 


4.0 Policy Toward Ownership of Housing 


Even though a distinction can be drawn between rental 
housing policy and home Ownership poliove. va complete 
Separation of these policies cannot be JUStitved. The 


effects of rental polit Ctessspa ll overrtonto Owner-occipied 


housing, as does the effects of Ownership po Micies onto the 


rental market. Moreover, policies toward Ownershinm w4se 


government resources and create effects On the distribution 
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of income. For these reasons, some knowledge of ownership 
policies and their effects are required background for the 
analysis of policies toward rental housing. 

Rental housing and owned housing are alternative ways of 
satisfying a household's demand for housing. Indeed, a given 
housing unit can supply housing services to either an owner 
or to a renter. More generally, however, as Table 1.2 shows, 
the choice between rental and ownership follows a life-time 
pattern by which young households tend to be renters and the 
proportion of homeowners increases by age. Such a pattern is 
noclmmurcabpLe but depends, in part, on policies’ directed at 


both home ownership and rental markets. 


TABLES 72 


Tenure Choice by Age in Ontario, 1971 





— 


Age Percentage homeowners 

0-24 iy 

2020 45 

36-44 Fes) 

45-54 76 

She ad fe, 76 

66+ lee 
Average 62 


ae i a 


SOURCE: Fallis (1980) p. 114. 


Policies, in rental ~markets that affect.the, level, of 
rents have both an income and a substitution effect which 
alter the choice of tenure. Consider a policy which lowers 
the level of rents. Household income becomes higher in real 
terms because the price of one of the major components of 


household consumption has decreased. Most evidence suggests 


ay 


that the incidence of homeownership increases GYVeeceLy= wit nm 
the level of household income. If nothing else, the higher 
real income makes it easier for the household to accumulate 
the resources necessary to acquire a house of its own. "The 
Substitution effect counteracts the income effect. The lower 
level «of rent°makes® rental housing cheaper rélative to 
homeownership, leading the household to prefer to- Tremaine an 
rental accommodation. The overall effect of lower rent 
lewels ton! "the @cnoite. <or housing tenure reflects the 
comparative strength of the income and substitution effects. 
The point, however, remains that rental housing poltcies 
Spill-over onto the choice of homeownership. 

Similarly, housing policies directed toward Ownership 
have effects that extend to the rental housing market. Any 
tax or subsidy policy that reduces the costs of home 
Ownership creates an incentive for households to switch from 
renting their accommodation to Owning their own homes. This 
Switch has an initial effect of reducing the Vevele or thence 
because of the reduced demand for rental housing: 

The analysis of the effects of rent regulation on choice 
of tenure adds a further dimension to the analyses. Some 
households which cecupy controlled rental units benefit from 
the policy through paying lower than market determined rents. 
The income and substitution effects described above app isv 
CULIVAto th s group of households. Other households which do 
not occupy controlled units may end up paying higher rents 
than they would have in the absence of rent regulation 
because either they could not find housing at rental levels 
covered by the controls and were required to occupy more 


expensive housing Or, because the presence of controls forced 
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wos tne? Fents: in .uncontro..tedu markets.(9°) For these 
households, the income and substitution effects work the 
other way. The higher rent reduces real income and the 
household's ability to accumulate resources to purchase a 
home whereas the higher rent makes the relative cost of 
owner-occupied housing cheaper. As indicated in Section l.l, 
the effects work both ways. Just as rental housing policies 
affect homeownership, so too, homeownership policies are an 
important influence in the rental housing market. 

The above analysis establishes the point that ownership 
and rental housing policies should not be considered in 
isolation. Literally, policies directed toward encouraging 
homeownership could be included among the POLI cles 
complementary to policies for rental housing. For present 
purposes, the majority of attention will be focussed on 
rental market policies as complements to rent review. (6) 

One further reason for considering ownership policies in 
this study remains to be discussed. Throughout this study, 
judgements will be made about the costs and redistributive 
effects of various rental housing policies. Yet, these 
effects of rental housing policies should not be judged in a 
vacuum. Ownership policies also are costly to governments, 
either through requiring direct expenditures on subsidies or 
through foregone taxation revenues through favoured tax 
treatment. Moreover, the benefits of ownership policies are 
not uniform among households. Rather, the impact of owner- 
ship policies differs according to income group. Thus, the 
study of the effects of ownership supplies a perspective for 
judging the costs of rental housing policies and their 


incidence across income groups. 


Zo 


5,0. Taxation. and Housing Policy 


Taxation "policies permeate Gvery Sector Of ‘the secunony 
in terms of their effects. Just as some recognition must be 
given to homeownership policy in any study of rental housing, 
so too, attention must be directed toward taxation as an 
influence in the rental housing market. Later, in Chapters, 
the effects of the rental housing market of the Murlrip. ene 
Residential Building Program (MURB) and the treatment of 
depreciation® are treated explicitly in some detail as 
examples of supply augmenting policies. Other aspects of the 
impact of taxation on the household's choice between rental 
housing and homeownership will be considered in the following 
sections. First, however, 1t is necessary to cutlline sone 
changes to the Canadian tax system which occurred in 1971, in 
order to provide a perspective on subsequent changes in the 


tax treatment of rental and owner-occupied housing. 
5-1 Federal Tax Reform: 1971 


The federal government, in response to the report of “the 
Carter Royal Commission on Taxation, revised the taxation 


System in a number of ways which affected both rental housing 


and homeownership: 


F wee Vint Bod uciiloneo tae oa pH tall gains tax. for 
gains on the financial and real investment 
except) for the salelof a principan residence, 
with half the gain treated as earned income; 


Che “creation of a separate depreciation class 
for each rental building with depreciation being 
recaptured and treated as income in the event of 


a sale of a depreciable asset above depreciated 
value; 


the elimination of the use Of real 6state as a 
Cax shelter for non-real estate income by 
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prohibiting real estate losses to be used to 
offset other income, and 


-~ the deemed realization on death of half the dif- 


ference between depreciation cost and practice 


ipo real ‘estate holdings. /(Smrth,© 2977; “Bp- 
25=26 


Smith judges that: 


The implications of these revisions for housing are 
quite profound... fand]> reduce "the desirvapmlaty1o€ 
investment in residential rental property and 
encourage homeownership. (Smith, 1977, D- 26 ) 
The encouraging effects to homeownership are quite: clear. ~An 
owner-occupied residence becomes, as a result of the changes, 
one of the few @ssets'on which the owner would not be subject 
to capital gains taxation on any increase in value. 

The effects of these changes on the suppl yror rental 
housing requires further explanation. As Smith (U9 Tees. ZT) 
notes, some of these changes were shared with other types of 
investment. Tn pared cular mthe introduction of the capital 
gains tax affected most forms of equity investment. More 
significant for real estate alone were the elimination of the 
use of real estate as a tax shelter and the deemed realiza- 
tion on death of one-half the gains on real estate holdings. 
These changes reduced the attractiveness of investment in 
real estate. Smith points out that by December 1974, private 
multiple dwelling starts had dropped to 56% of their 1969 
level. Whatever the intended effects of these changes, they 
appear to have been detrimental from the standpoint of rental 
housing. 

The 1971 taxation revisions raise an important issue 
Shichwildeanisey Mater inthe discussion of supply augmenting 


policies. From what base should the tax treatment of 


on 


residential housing be judged? A great difference exists 
between results from using the pre-1971 and the post-1971 tax 
system. For example, the sheltering of non-real estate 
income by real estate losses was a normal feature of the pre- 
Loyal eS Vis bem. Prom sthis perspective, they Multiple. Una t 
Residential Building (MURB) program restored a sheltering 
provision which was temporarily removed. On the other hand, 
if the-post-1]97.1 ssystem  qwaseusedpeas, abacess thesMURB 
provisions would reflect a special provision directed toward 
residential housing. “The former interpretation gains. further 
credibility in that the removal of the tax shelter affected 
small investors in real estate to a greater degree than 
larger. From this perspective, the MURB program then could 
be interpreted as a device to extend the same privileges to 


all investors an real vestate. 
2e2s Taxation and Housing ‘Choice 


A residence can be viewed as an investment by a house- 
hold similar to its investment in stocks, bonds and other 
income earning assets as well as other assets such as fine 
art, automobiles and consumer durables. The household holds 
each of these assets in the anticipation that it will receive 
a return from that investment. The yields on securities such 
as stocks and bonds come in the form of explicit income such 
as dividends and interest or as Capi Cal qarnsawnhecnere sulle 
from changes in value. In contrast, the returns from real 
assets such as paintings, automobiles and housing come in the 
form of services in kind: enjoyment of fine arts, transporta- 


tion and housing. Real assets also can change in value so as 


to yield capital gains. 
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The tax system in Ontario and Canada treats the income 
tmeaanae. crom durable assets suchas Nousing, Line arc, 
consumer durables and automobiles differently than income 
gained from financial securities. As Fallis (1980) notes: 

Under current law in Ontario and all of Canada, the 

value of the flow of services from owned housing, 

which is income in kind to the taxpayer, 1s exempt 
from taxation. Simblardly, .thesservice) flow ror 

imputed income from owning any real asset, a car, a 

boat, jewellry or a painting is not taxed. The 


imputed income from housing, however, is by far the 
largest part of such income. (p. 105) 


Comparable treatment of income in kind from housing with 
income from other forms would require that the gross value of 
the imputed rent be fully taxable with deductions permitted 
from this gross value for expenses incurred in earning that 
income such as maintenance, depreciation, property taxes and 
interest expense.(/7) 

Radtlis presents .the. example. shown gun. Tables Dey cto 
illustrate the conseguences of the treatment of the imputed 
income for the choice of housing tenure. He considers two 
households with identical income of $18,000 and accumulated 
savings of $10,000. One household invests all the savings in 
a bond and rents, one acquires a $10,000 eguity in a house 
and the third acquires a $5,000 equity in a house and invests 
the other $5,000 in a bond. In addition each household has a 
basic exemption of $3,000 for the personal income tax. 

Table 1.3 clearly demonstrates the difference in, pEreat— 
ment. of .income. in. kKindi_from, pousing -and other forms, of 
investment income... The final row presents the amount of 
disposable income which remains after the payment for 


housing. Comparison of these figures shows that the amount 
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that each household has available after taxes and housing 
expenses depends directly on the level of its equity held in 
housing. The owner with $10,000 equity has $7,000 to spend 
for purposes other than housing. Whereas, the owner with 
$5,000 equity has $6,800 and the owner without any equity has 
only $6,600. 

Homeownership offers a further tax advantage to 
households in that capital gains on principal residences are 
exempt from taxation income. This treatment can be compared 
with that of capital gains on most other assets which are 
taxed at one-half the rate applied to other income. Fallis 
(1980) describes the effects of this treatment: 

The immediate impact of the exemption, before 

markets have adjusted, is straightforward. Any 

household that realized a capital gain enjoyed an 
increase in wealth equal to one-half the capital 

gain multiplied by the taxpayer's marginal tax 

rate. (p. 126) 

He goes on to estimate that the average tax increase from the 
elimination of the tax exemption was $355 in 1971, a year in 
which housing prices in Ontario rose at 7 per cent. He 


concludes that: 


The benefit is much smaller than from the exemption 
for imputed income and smaller than from most 
homeownership programs... The capital gains 
exemption is...regarded as the most important 
aspect of public policy related to housing. These 


results suggest this is not the case. (1980, Is 

127) 

The favourable tax treatment of homeownership has a 
number of implications for the working of the residential 


housing market. Most are beyond the scope of this study 


which examines rental housing policies and their effects. 
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TABLE 1.3 


Comparative Positions of Taxpayers by Housing Tenure 
and Financing 





Owner with Owner with 
$10,000 $5,000 
Renter ($) equity ($) equity (S$) 





Income 
Earnings 18,000 18,000 18,000 
From financial assets 1,000 --- 500 
Imputed from housing 
assets (net) --- (1,000) (500 ) 
Taxable income 16,000 15,000 15,500 
Taxes 3,400 3,000 3,200 
Disposable income 12,600 12,000 12,300 
Housing expenditures 
Rent 6,000 ——— = 
Mortgage interest --- 4,000 4,500 
Ownership expenses = 1,000 1,000 


After-housing 
disposable income 6,600 7,000 6,800 


pn ee 


NOTE: Assume that the house has a market value of $50,000 
and there are $1000 annual costs associated with home 
ownership (there is no depreciation); the house rents 
for $6000 a year (derived from assuming that the long- 
run net return to housing is m [the mortgage rate] and 
that the house has $1000 in annual operating costs); 
the mortgage rate of interest is 10 per cent; the rate 
of interest on bonds is 10 per cent; the taxpayer has 
an average tax rate of 20 per cent up to $15,000 and a 
marginal tax rate of 40 per cent beyond; and the 
taxpayer has $3000 in deductions. 


SOURCE: Fallis (1980), Table 24, p. 107. 
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The income distribution effects of this tax treatment require 
further examination because they provide a perspective from 
which any effects on income distribution arising from rental 
policies can be judged. 

Fallis (1980) has estimated the effects of the tax 
treatment of imputed income from housing on the distribution 
of income.(8) The approach used by Fallis compares the 
effects of replacement of the favourable tax treatment of 
housing with a program of equal expense in terms of foregone 
revenue which offers benefits which are proportional to 
income. The results of this comparison presented tnglab-Le 
1.4 show that low income households (up to $8,000) would be 
harmed and higher income households benefitted by the 
replacement of the present treatment of income in kind from 
housing with a proportional alternative. ‘This measure only 
captures the benefits to a representative household in each 
income group. The greater incidence of benefits to lower 
income housing was offset by the fact that homeownership 
rises with income. Positive benefits from this feature of 
the tax system are gained by virtually all homeowners. The 
increase of homeownership with income means that more of the 
benefits “goto bagher sincone groups than indicated by the 


simple comparison in Table 1.4.(9) 
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TABLE 1.4 


Distribution by Income Class of Benefits from the Exemption of 
Imputed Income, Homeowners, Ontario 1971 





Average 
differential Differential 
benefits (S$) incidence 
Homeowners 
as a per- 
Distribution Market Market centage of 
of home- value value the entire 
Income (S$) owners (3) measure measure class 
0-1,999 6 -327 -0.272 49 
2,000-3,999 8 -305 -0.101 52 
4,000-5,999 7 -201 -0.040 45 
6,000-7,999 10 =1 30 -0.018 54 
8,000-9,999 1.3 25 0.003 57 
10,000-11,999 14 42 0.004 63 
12,000-14,999 Lay 23 0.009 72 
15,000-24,999 20 141 0.008 79 
29 ,000+ 5 293 0.009 92 


SOURCE: .Fallis ,(1980), Tablew267=% pe ti.1 5% 


6.0 Organization of the Study 


The remaining chapters of this study are directed toward 
two separate themes. Ghaptenus.,..2 yanda3.e gare, devoted. to 
developing a framework for assessing the impact of different 
types of housing policies on the rental housing market. AS 
mentioned earlier, a system of classification of housing 
policies is developed in Chapter 2 so as_ to permit the 
avoidance of the excessive detail of a policy-by-policy 
review. Chapter 3 provides a more detailed exposition. of, the 
assessment criteria which have been discussed in summary form 
in sections above. 

The remaining chapters are devoted to applying the 


framework developed in Chapters 2 and 3 to the assessment of 
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rental housing policies. Chapter.4 applies’ the criteria to 
various forms of rental housing allowances, the policy chosen 
to represent demand augmenting policies. Chapter 5 uses the 
framework to assess supply augmenting policies. Chapter 6 
reviews two forms of market replacing policy: public housing 
and non-profit housing programs. Chapter 7 gives a different 
perspective on rental housing policies by provlding Wa 
comparative analysis. The;4Dasis of yohe scomparison consists 
of the simulated effects of $200 million additional expendi- 
ture on each of the primary policies: housing allowances, 
general subsidies and public housing. Attention is concen- 
trated on the effects on adequacy of income and adequacy of 
housing because these are the ones which are amenable to 
quantification. Finally, Chaptér 8 summarizes “the most 


Significant findings of the. study, 
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Notes to Chapter 1 


(1) 


(2) 


(4) 


(5) 


The word "instrument" is used here to denote a single 
Opi cy such as rent regulation, housing allowances or 
supply subsidy to distinguish these policies from 


overall housing policy which represents a blend of 
individual policies. 


This review of housing policy considers only the evolu- 
Cr On of policies which are complementary to rent 
regulation in keeping with the overall emphasis of the 
study. The history of rent regulation in Ontario has 
been surveyed in Stanbury and Thain (1984). 


The emphasis on federal programs results because many 


provincial programs have developed as a response to 
federal initiatives. 


See Stanbury and Thain (1984) for a discussion of the 
events leading to this step and Stanbury and Vertinsky 
(7985) and Smith and Tomlinson (1981) for analysis of 
the effects of rent control. 


Fallis and Smith (1985) show that the rent level in the 
uncontrolled sector was between 125 and 130 per cent of 
the rent in the controlled sector. They estimate that 
between 50 to 60 per cent of the difference can be 
explained through the effects of rent control with the 
remainder accounted for by quality differences. 


The failure to consider more fully the impact of 
ownership policies on the rental housing market 
represents a limitation of this study. The importance 
of this limitation depends on the nature of the 
adjustment process in the rental housing market. AS 
will be shown in later chapters, the level of rents will 
be determined by supply factors if rental housing can be 
readily expanded over the long run without any increases 
ineecos.ts. Demand factors are more important in 
determining rents if additional housing can be increased 
only with substantial increases of cost relative to 
existing housing. Appendix 1 to Chapter 7 suggests that 
the supply of rental housing can be readily expanded in 
the long run without major increases in cost. If this 
perception is correct, ownership policies can: Nav @ <a 
significant impact on the level of market rents only 1 
the short run. 


The taxation of imputed rent on housing is even more 
favorable in the United States. Even though imputed 
rent is not taxed, households can deduct mortgage 
interest and property taxes from gross income. See 
Aaron (1972), pp- 53-55. 


The effects of the capital gains exemption on the 
distribution of income are not presented. Any 
calculation depends on the relationship between the 
price paid when the housing was purchased and the price 
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(9) 


paid when sold. The results could vary widely according 
to the years chosen. Moreover, as already stated, the 
effect is much smaller than the effects of the treatment 
of imputed income. 


This conclusion must be tempered by an awareness’ that 
some of these benefits will be passed on to renters 
because of the interrelation between the rental and 
ownership markets. As discussed above in footnote 6, 
this spill-over will be smaller, the more responsive is 
the supply of rental housing to the level of market 


rents. The evidence in the appendix to chapter 7 
Suggests that this responsiveness is quite great. As a 
consequence, the spill-over of the effects of 


homeownership policies is likely to be small in the long 
run. 
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Appendix to Chapter 1: 
Description of Rental Housing Programs 


by Pearl Ing 


This section provides a description of rental housing 
programs in Ontario. The focus is on federal and Ontario 
provincial programs. Since this paper studies rental housing 
programs which affect Ontario, we do not discuss programs 
which have been initiated by other provinces. Tables 1] and 2 
list the programs initiated by the federal and Ontario 
governments, respectively. A concerted effort has been made 
to list all past and existing programs, however, because of 
the large number and variety of programs, some omissions may 
occur. Descriptions, identifying the key features and other 
interesting points of the programs, follow. For simplicity's 
sake, we begin with descriptions of federal rental programs 
and then, go into descriptions of Ontario (provincial) rental 
programs. The possibility exists that the analysis of 
programs and changes which may have occurred in the programs 
are not all documented. It should be emphasized that this 
paper does not claim to be the complete authority on Canadian 


rental housing programs. 
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Table 1: Federal Rental Programs 


Limited Dividend Housing Program 

Insured Loans for Rental Housing Program 

Mortgage Insurance Program [MIP] 

Public Housing Program 

Federal-Provincial Rural and Native Program [RNP] 
Non-Profit Cooperative Housing Assistance Program 
Non-Profit Housing Assistance Program 

Residential Rehabilitation Assistance Plan [RRAP] 
Multiple Unit Residential Buildings [MURB] 
Assisted Rental Program (privately funded) [ARP] 


Private Non-Profit Housing Corporations Assistance 
Program 


Graduated Payment Mortgage [GPM] 
Canada Rental Supply Plan [CRSP] 
Community Resource Organization Program [CROP] 


Department of Veteran Affairs Housing Program for 
Veterans 


Federal-Provincial Rural and Native Program [RNP] 


Municipal Incentives Grants 


All these programs are described in some depth in the 
following pages. 
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Table 2: Ontario Rental Programs 


The Elderly Persons Housing Aid Act 

Student Housing 

Rent Supplement Program 

Accelerated Family Rental Housing Program 
Community Integrated Housing Program 

Private Assisted Rental Program 

Ontario Rental Construction Grant [ORCG] 
Municipal Non-Profit Housing Program 

Ontario Rental Construction Loan Program [ORCL] 
REnt HAB/Demonstration Projects 


Innovative Rental Construction Loan Program 
[Inno Rent] 


Northern Ontario Assistance in Housing [NOAH] 
Wigwamen Incorporated 

Neighbourhood Improvement Program [NIP] 
Convert-to-Rent 


Ontario Renews - Adding Rental Units to Existing 
Housing 


Municipal Incentive Grants Program 


Community Sponsored Housing Program 


Ontario Community Housing Assistance Program 
[OCHAP ] 


All these programs are described in some depth in the 
following pages. 
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Description of Federal Programs: 


Program: 

Date Started: 

Date Ended: 

Enabling 
Legislation: 

Administered by: 


Objective: 


Description: 


Limited Dividend Housing Program 


1938.4 Dut Was. on.Ly used signiticantiy after 
1967) 


No activity since 1981 


Fed.:,. National Housing Act; Section 15 


Canada Mortgage. and sHousing “Corporation 
(CMHC ) 


To increase the supply of moderately priced 
rental accommodation 


The program began in 1938 and was altered a 
number Of) tames "durange 1 te exrstence. 
However, it was only used in a significant 
way ‘after’ a “mid—LoG 0s revi sion. The 
program, as it existed after, this revision, 
is outlined below. 


To promote the development of moderately 
priced rental accommodation, CMHC offered 
Loans: Coe hinance the construction and 
purcnase or “Improvement or exist i neg 
buildings. The loans were for 95 per cent 
ofa projyect%s capita | ecosts-and were ata 
below market rate of .jnterest.. In return 
for the loans, building owners had to agree 
to” allow. GMC ) to scontrots rents. Jn) tiie 
building. The rents set by CMHC allowed 
building owners an accepeebiee rate of 
return on their investments but were still 
affordable for low income households. Only 
households within specific income groups 
were al lowed to Prentitnits’ mademavailable 
through the program. For a minimum 15-year 
period,-burlding owners coula=only raise 
bents with CMG s.consent. “Apeer thes l>s— 
year period, the building's owner could opt 
Outs of the-agreement,.but-oniliyvert the loan 
had» been ‘repatd.9 "This “program was rep laced 
by the Assisted Rental Program (ARP) in 
E97 6:. 
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Program: 

Date Started: 

Date Ended: 

Enabling 
Legislation: 

Administered by: 


Objective: 


Description: 


Insured Loans for Rental Housing Program 


1946 


Still Operational 


FPéed.:W National’ Hofsing “Act (NHAS, Parc &, 
section 6 


Canada Mortgage and Housing Corporation 


To encourage the development of new rental 
housing by assisting in its finances 


Long term loans authorized by the NHA are 
available to finance the development of new 
rental housing. These loans can be for up 
to' "95 per“ceneMoLfl ere wvatue’ ofa project. 
Two types of insured loans are available 
POrr rental nowtsing: the NHA-Approved 
Lender Loans (once referred to as the Loan 
Insurance Program) and CMHC Loans (once 
referred to as the Residual Lending 
Program). Approved lender loans are loans 
provided by private companies under the 
terms of the NHA. CMHC loans are loans 
directly from CMHC which are provided when 
financing from approved lenders is un- 
available. Generally, the loan covers a 
perlodoreprivesyears, but can be longer and 
may coincide with the amortization period 
witches Sh rsuatiirys 2 oe eto. GO ey Cars. The 
interest rate for loans is negotiable. 


45 


Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Mortgage Insurance Program [MIP] 
1954 


Still Operational 


Fed.: National Housing Act, 1954 
Canada Mortgage and Housing Corporation 


To facilitate the availability of mortgage 
funds, for mew construction by protecting 
lenders from costs incurred due to borrower 
default 


Enis program constitutes CMHC's principal 
business cactivity.e Lu&eapplies, to: both the 
ownership and rental sectors. Only details 
relating to the rental component of the 
program are covered here. Borrowers can 
usira ily. .oD:taiing vay bower) Lnterest rate, 
longer amortization period, and a higher 
loan-to-value ratio for low or moderate 
priced housing than is available in the 
standard non-CMHC-insured lending field. 
The: program is financed by insurance fees 
pPatdviby | the, ,.borrower : By . laws ae 
Montgages, over 75 persicent of the value wot 
Ghew nope rivy, Gnade tebe. Vnst i tit on oe 
lenders, must be insured. 


NHA insured loans may be as high as 95 per 
Ceonteofethe first SSQ,0006ct Lending svalue 
for anew or 6xisting home plus 75 per cent 
Of the Dalance to a maximum of.570,.000n 1m 
P9SO)., wuvbders of rental unves. wi tee 
perm Cent equity pay 1.25 periccent cor. an 
installment loan or 1.125. per cent fer 
advanced lump sum loan. Rental loans re- 
quire 10 per cent equity. 


Tig toe 2, ehewl.25 per centubace premium for 
rentals loans was based. onva’ Loan, lieved oat 
85 per cent of market value. An incremen- 
tal premium schedule applies to loans in 
excess Of, the 85. per cent level: A 
Surcharge is payable when loan advances are 
made before completion of construction and 
occupancy, and where the borrower elects to 
repay On a graduated payment basis. The 
maximum insured loan cannot exceed 80 Der 
cemc of cost on new SCONSCEUCtI ON, ‘and ws 
per cent of cost on GPM loans: 


This program replaced an earlier Vera iy. 
lending technique. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Long Term Loans: 


Federal-Provincial 


Partnership 
Arrangements: 


Public Housing Program 
1964 


New commitments for Ontario ceased in 1978 


Fed.: National Housing Act, Sections 44(1) 
aryds'6. 

Prov.: Housing Development Act, Section 6, 
Ontario Housing Corporation Act, Sections 


Mun.: Resolution of Council, agreement with 
Province under the Housing Development Act. 


Canada Mortgage and Housing Gouponait lon/- 
Ministry of Municipal Affairs and Housing 


To provide financial assistance for the 
development of public holising projects to 
be occupied by low income families and 
individuals 


Two forms of assistance were available for 
the development of public housing , before 
the form of assistance was modified in the 
late 1970s. These were Long Term Loans and 
Federal-Provincial Partnership Arrange 
ments. Tenants in public housing developed 
with both types of assistance paid on a 
rent-geared-to-income basis and were chosen 
using a 'point system’. 


Municipalities had to fin iti te.npUDA1;c 
housing projects developed under this 
portion of ther progr aim Tetiep Se aU 2 InGo 
palacye ss. reguest (ror public housing were 
accepted, the Ontario Housing Corporation 
would undertake its development. The 
capital cost of building public housing was 
provided through loans from the federal and 
provincial governments, 90 per cent and 10 
per cent, respectively. Operating subsi- 
fives were prov ided Dye a lie federal, 
provincial and municipal governments, 50, 
ADOSer anda feos per cent, respectively. 
Project management was undertaken by either 
the 


Ontario Housing Corporation or the ocak 
housing authority. 


The development of public housing under 
this portion of the program was a FOLNE 
undertaking of the two senior levels of 
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government. Municipalities also partici- 
pated, in some cases.,) Responsibility,for 
public housing development was divided 
among the governments according to mutual 
agreement. The capital cost of building 
public housing was provided by the federal 
and provincial governments which provided 
75 and 25 per cent, respectively. Munici- 
palities, could be requested to,share; the 
provincial cost. Any operating deficit was 
shared by the participating governments on 
the same basis as the capital costs. 


In the late 1970s, assistance provided for 
public housing was modified. Two types of 
public housing were developed; Municipally- 
sponsored and Provincially-sponsored. ie! 
bothecases, ~up eos d 00s per icent of tenanee 
pay on a rent-geared-to-income basis and 
include both families and senior citizens. 


Municipally-Sponsored: 

Under this portion of the program a munici- 
pal housing corporation may obtain mortgage 
financindeaup«to LO0lper cent | Of Lheucoat 
of building or acquiring moderately priced 
rental housing. The loans are arranged 
from a NHA-approved private lending insti- 
tution. These developments are managed by 
the: municipal housing. -comporation. 


Provincially-Sponsored: 

Undetwinhi.s pOpulon,cofsthe. program: the 
Omtarloahousinguconporation may Obtains 
GorlO0 per cent of (the coctsof.bui1 lLdingseos 
acquiring moderately priced rental housing. 
The loans are arranged from a NHA-approved 
pravate.)lendingy institution. These deve- 
lopments are managed by the municipal 
housing, conporation... The province. only 
provided rental housing under this program 
when the need for it has been shown and 
municipal or private non-profit corpora- 


tions and cooperatives have not met the 
need. 
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Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Federal-Provincial Rural and Native Housing 
Program [RNP] 


1974 


Still operational 


Fed.: National Housing Act, Sections 34.1, 
Forse (qiiand Sect. 

Prov.: Housing Development Act, R.S.O. 1970 
Section 6(1); Ontario Housing Corporation 
Act R.S.0.. 1970, section: 612) 


Canada Mortgage and Housing Corporation 


To provide new housing and renovation 
assistance to low-income native and non- 
native families. 


The ownership/rental component Cf ie 
program provides a Poanco. finance: the 
construction of a house and subsidizes the 
difference between loan amortization costs 
and property taxes, and 25 per cent of the 
household income. The federal and Provan 
cial governments share the loan and subsidy 
costs, 75 per cent and 25 per cent respec 
tively. 


A renovation component provides a Loan tO 
finance the upgrading of a house to meet 
minimum health and safety standards and to 
preserve its WinAbD Ubi wertOon atleast 15 
years. The emergency repair component 
provides a one-time grant to make necessary 
health and safety repairs. The rehabilita- 
tion and emergency repair programs are 
financed by the federal government alone. 
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Program: 


Date Started: 
Date Ended: 
Enabling 


Legislation: 


Administered by: 


Objective: 


Description: 


Start-up Fund: 


Loans: 


Annual 
Assistance: 


Non-Profit Cooperative Housing Assistance 
Program Gormsection 56.) (Non—Profic ama 
Cooperative Housing Program) 


17.8 


Still Operational 


red.: “Nationa. Housing AcE, Section "56. iss 
amended 


Canada Mortgage and Housing Corporation 


To encourage and assist in the development 
of cooperative housing by providing loans 


Two types of housing cooperatives are pro- 
vided for under the terms of the National 
Housing Act: building cooperatives:ecand 
continuing non=profit cooperatives. 4. ihe 
former is usually composed of a group of 
people who pool their resources in order to 
obtain individual moderately priced home- 
Ownership. On the other hand, a continuing 
Non-profit Cooperative Ts composedsdtea 
group of people who collectively own and 
manage some form of housing in which units 
are leased. There are three types of 
assistance available to cooperatives under 
the program: start-up ‘funds, loans ana 
annual assistance. 


Starc-upmcunds: of up €o 375,000. arelavainj 
able to cooperatives to help them prepare 
an application for fundings. 


Cooperatives are encouraged to arranges .a 
NHA insured loan for up to 90 per cent of 
Che, COSts of “a ys project* fromean, approved 
Lending, institution... CMHC may iprovideua 
secondimortgage loan to make up) thes date 
ference between a 90 per cent NHA insured 
loangandsa project"s,costs «CMHC may adiso 
actigas a tbender of last resort. “toa 
cooperative cannot borrow from an approved 
lender. 


CMHC will provide annual assistance to 
offset the operating losses of a non-profit 
cooperative. At its maximum, the assis- 
tance will be equal to a interest reduction 
Of one per cent on a.90 per cent mortgage 
with a 35-year term, or down to two per 
cent on a 100 per cent mortgage for the 
Same term. 
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Cooperatives are encouraged to purchase 
existing structures rather than building 
new ones. The cooperatives must adhere to 
maximum price and unit size limits... ekRents 
for units are set so that tenants do not 


pay more than the market rent for similar 
accommodation. 


Section 56.1 programs replaced the programs 


Funded under Section 15.1 and 34.18 (see 
Non-Profit Housing Assistance Program). 
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Program: 


Date Started: 
Date Ended: 
Enabling 


Legislation: 


Administered by: 


Objective: 


Description: 


SLart-p Punds- 


Loans: 


CMHC 
Contributionsic 


Non-Profit Housing Assistance Program (or 
Section 15.1 Non=Proftitr anda-the ‘Sectaon 
34.18 Cooperative Programs) 


oa 


ioe 6 


Fed. National Housing Act; "Sections isa 
and” 34.18 


Canada Mortgage and Housing Corporation 


TO provide sfinancialy‘assistance to sallow 
nOn—profkit organizations: -to idevetonalow 
cost rental housing and to increase the 
supply of housing available to low-income 
families, *senior catrzens andspecimal 
groups (i.e., the handicapped) 


Under this program charitable andi muni cie 
palily “owned  non=protice “org anigaerome 
received assistance to develop housing. 
There were three types’ of “assistance 
available; start-up funds, loans and CMHC 
Contributions. 


Sivart=-uplwriEunds cot wpe tossdo, 000e were 
available to non=profitworgantzatione: 
which were not provincially or municipally 
owned, to ensure the group would be able to 
beepare an application tom funding anaes 
proper manner. 


Loans were available to cover 100 per cent 
of tne wWending value of aipro ject 4 £16 was 
owned by a charitable or municipally owned 
non-profit organization and 95 per cent of 
the Tending value'of a provyect, PiRie was 
owned Dy a provincial organization.! (fhe 
repayment term of the loans could be up to 
50 years. 


Non-profit organizations making use of the 
loan portion of the program could apply for 
a contribution from CMHC which would not 
exceed LO sper cent: cf the cost of “fhe 
project or alternatively they could enter 
into a land lease agreement ("ground rent 
subsidy") with CMHC which would own land 
for the project. The 10 per cent contribu- 
tion by CMHC had to be applied to reduce 
the loan. 

CMHC had to approve any rent increase in 
housing projects receiving assistance under 
the program. 
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Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Descr ip Gon: 


Residential Rehabilitation Assistance Plan 
[RRAP] 


Loe 


Still Operational 


Fed.: National Housing Act, Part IV.l 


Canada Mortgage and Housing Corporation and 
local municipalities 


TOT DUGV Udes unds, ito revitalize deterio- 
rating housing units through loans and 
grants to homeowners, landlords, non-profit 
and cooperative organizations in designated 
urban and rural areas. 


Homeowners with adjusted family incomes of 
up to $6,000 are eligible for the maximum 
fount (Ss LO O00) eandsstoan.» Lorgiveness 
(GS So as Oh) As incomes increase between 
26 000s and. $1,000; tthe "amount Of “loan 
forgiveness decreases, Homeowners with 
larger incomes repay loans fnet ude. “aoan 
forgiveness is earned at the rate’ G£°9 750 
for each year the homeowner Continues to 
occupy the dwelling. 


Landlords who arrange private rehabilita- 
tion loans may be eligible for a PUY 
forgiveable CMHC loan of up to S27, 5.00 per 
family housing unit in return for sora 
determined rent limitations. 


Non-profit and cooperative organizations 
that arrange private rehabilitation loans 
may also be eligible fone tua y forgrve- 
ab te CMHC loan, OF UD =to''Sor, 7/0" per family 
housing unit. Rehabilitated non-profit, 
cooperative and private rental units can 
only be sold with CMHC consent. 
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Program: 
Date Started: 


Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


TUCOLt costs a ae 


Multiple Unit Residential Buildings [MURB] 
1974 


Extended several times, terminated in 1979. 
Reyneroduced ) ine: .i9e807 ect hat 6 Ol LE 
December 1982. 


Fed.: Income Tax Regulations 
Canada Mortgage and Housing Corporation 


To encourage the development of multiple 
une “residential thuvldings chore remrcan 
purposes 


The MURB program was a tax deferral program 
in which owners of eligible rental units 
could defer non-rental income tax owed by 
Wrletug Off “certain ‘Sort COSEsS'* *Chivat 
would have been incurred during construc- 
tion) and iby using ;ai Capital Cost Ald owance 
(CCA) on ‘an “Ongoing basis. A MURB owner 
could deduct taoiloss’ created by as unntts 
depreciation (to the maximum CCA) ‘from 
Other income. 


Three types of MURB ownership were avail- 
able to investors. They were: 

1) Undivided Ownership - an investor 
cOoultd "Duy, a> Share of anwWassocia fion for 
partnership which held a MURB as an asset, 

ii) Divided Interest - an investor could 

purchase an eligible unit and hold the 
Gicie “to the unit tise lt, 
iii) Limited Partnership - an investor 
could become a limited partner 4 neti. 
Ownership of a MURB with a general partner 
who would operate the property. 


defined by the government, included: 


- promotion expenses 


- mortgage fees 


- legal and accounting fees 
- interest expense during construction 
- interest and property taxes. 
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Program: 


Date Started: 
Date Ended: 
Enabling 
Legislation: 
Administered by: 


Objective: 


Description: 


Assisted Rental Program (privately funded) 
[ARP] 


1975, modified 1978 


1373 


Fed.: National Housing Act, Section 14.1, 
Part l 


Canada Mortgage and Housing Corporation 


To stimulate the construction of moderately 
priced rental housing by attracting more 
private capital 


Loans or up to »1200 annually per unit were 
provided to reduce rent levels (required by 
development costs) to the existing market 
rents of Simpler eem us cing Units. The 
amount of the loan depended on the number 
of units in a project, CONSTLUCLION COSTS, 
mortgage interest rates, operating costs, 
and the average rents for similar units in 
the proposed construction area. The Loans 
were for up to 15 years and were intevest= 
free for 10 years or the support period, 
whiehever was Longer. rhe loan had to be 
repaid if a project was sold or refinanced 
or one year after the assistance ended. By 
thetendvoretthe first mortgages amortiza— 
tion period, the loan had to be repaid. 


The Assisted Rental Program was modified in 
1970NmenS with the car liter Veroron.or tne 
program, assistance was provided to reduce 
rent levels on new rental Wiese CO. Te 
market “rental rate charged for Sima ioe © 
existing units. Assistance was provided 
through the modified program in the form of 
"Dayment Reduction Loans". These loans 
were second mortgage loans which ycou ld) nov 
exceed an amount equal to $2.25 per month 
for each $1000 of the first mortgage in the 
first year. The rate of interest on the 
payment reduction loan was the same as on 
the first mortgage. The first mortgage had 
to be NHA-insured, represent 90 per cent of 
a project's costs, have a term of at least 
five years and have an amortization period 
On 2> LO So Veale 


The amount of the second mortgage advances 
was gradually withdrawn at a rate producing 
a constant 5 per cent increase Vie 
horrower ’s#net, principal, and interest 
payments annually. 


3s. 


The 1978 version of the Assisted Rental 
program was to provide assistance similar 
to the Graduated Payment Mortgage plan 
which waseintbroduced later tn 13-8.. iis 
version of the Assisted Rental Program was 
a transitional program; it was to be phased 
out as the Graduated Payment Mortgage plan 
developed. 
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Program: 


Date Started: 
Date Ended: 
Enabling 


Legislation: 


Administered by: 


Objective: 


Description: 


Start-up Funds: 


Loans: 


Annual 
Assistance: 


Private Non-Profit Housing Corporations 
Assistance Program (or 7Secti1on 56.1 .NOon- 
Profit and Cooperative Program) 


{97S 


Still Operational 


Fed.: National Housing Act, Section 56.1 as 
amended 


Canada Mortgage and Housing Corporation 


To provide assistance to privately owned 
non-profit housing corporations to help 
them develop low cost rental housing and to 
increase the supply of housing available to 
low income families, senior citizens and 
special groups (i.e. the handicapped). 


THis proclal =1s od modification of a portion 
of the Non-Profit Housing Assistance 
Program veld 73)". Private non-profit 
corporations can receive three types of 
assistance: start-up funds; loans; and 
annual assistance. 


Start-up funds of up to “75,000 -are -avait-— 
apleatoupriavacre non-profit housing corpora— 
tions to help them prepare an application 
FOre Lunaging. 


Private non-profit corporations are eligi 
ble for NHA-insured loans from approved 
lenders covering up to 100 per cent of 
project costs for terms of up to 35 years. 
When there is a clear SOC la lo anamc OSic 
advantage, sponsors are encouraged to 
purchase existing structures rather than 
construct new ones. 


CMHC will provide annual ascascance to 
private non-profit corporations to offset 
their operating losses. The maximum amount 
of the assistance is equivalent to a reduc- 
tion in the interest rate down to two per 
cent on a 100 per cent mortgage Wit hans 
year term. 


Private non-profit housing corporations 
applying for federal assistance must adhere 
to maximum price and unit size limits. 
Rents charged must be in line with those 
charged for similar accommodation in the 
area, though federal assistance is avail- 
able for low income families who cannot 
afford to pay this. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Graduated Payment Mortgage [GPM] 
1978 


Still Operational 


National Housing Act, Section 8(4.2) 
CMHC 


To reduce mortgage payments during the 
first years of a mortgage. 


A Graduated Payment Mortgage is a NHA- 
insured mortgage formula with terms which 
provide for relatively low monthly mortgage 
payments initially which increase gradually 
and level out. Under the GPM, initial 
borrower payments are reduced by $2.25 per 
$1000 of principal. Annual payments then 
increase 5 per cent a year, until the end 
OL wene tenth year. ~Atter the tenth year 
payments remain the same for the rest of 
the amortization period. GPM mortgages 
made by private lenders are insured against 
default. Direct GPM loans are made on a 
residual basis. New and existing ownership 
and rental accommodation subject to CMHC 
regional price ceilings are eligible. 


The Graduated Payment Mortgage replaced the 
Assisted Rental Program. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Canada Rental Supply Plan [CRSP] 


November 1981 


December 1984 


National Housing Act, Section 14.1 
Canada Mortgage and Housing Corporation 


To stimulate the construction of rental 
accommodation in areas with low vacancy 
rates 


Interest-free loans of up to $7500 per unit 
are available for the construction OE 
rental units in areas of low vacancy rates. 
In exceptional circumstances, the $7500 per 
unit limit on loans can be exceeded. The 
loans are to be secured by a second 
mortgage and the first mortgage LOL a 
project must be insured. There are no size 
or cost restrictions on the units which can 
be built with assistance from the programs. 


Builders receiving assistance from this 
program must be prepared to enter foto an 
agreement which would make one-third of the 
units available to low income households 
under the rent supplement program. 


ao 


Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Community Resource Organization Program 
[CROP] 


June 1973 


Still operational 


Fed.: National Housing Act, Part V 
Canada Mortgage and Housing Corporation 


To. Stamubate ractivity,in the community= 
based programs under the NHA by providing 
financial assistance to resource groups 
which offer professional and managerial 
assistance to non-profit and cooperative 
housing groups 


Grants are available to resource groups 
which provide professional or technical 
services to community groups and low-income 
individuals involved in non-profit and 
cooperative housing. Groups must meet 
certain: specitied criteria; \.the! pramaey 
ones being a demonstrated need for housing 
in the area concerned and a marketing 
strategy that ensures government funding 
will be replaced by orofessional fee 
income. CROP grants are approved for 4 
Period of one (year: At, the end ofcthis 
period, the grant is reviewed and may be 
extended. 
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Administered by: 


Objective: 


Description: 


Department of Veteran Affairs Housing 
Program for Veterans 


— s' Land Act: National Housing Act, 
ons 34.15, 34.16, Part 1, 15.1 


Canada Mortgage and Housing Corporation 


To provide better housing opportunities for 
veterans with moderate incomes 


1e Department of Veterans Affairs offers 
dditional assistance to veterans 


$600 annually for five years For- the 
purchase or construction of a new dwelling, 
if, after direct AHOP or private additional 
assistance is taken into account, the 
portion of the veteran's gross family 
income required for payments of principal, 
interest and taxes is still greater than 25 
per cent of that income. A grant of up to 
$600 a year for up to five years is offered 
to veterans who do not qualify for the AHOP 
interest reduction loan because they want 
to buy an existing house or for AHOP grants 
because they do not have a dependent child. 
(The veteran must obtain an NHA-approved 
lender loan and must not have owned a house 
in the previous three years). An addi- 
tional grant of 10 per cent of capital cost 
is available for non-profit groups who 
obtain Section 15.1 loans to develop low 
rental housing projects intended primarily 
but not exclusively for veterans. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Municipal Incentives Grants 
ors 


December 31, 1978 


National, Housing Act, Section, 56.2 
Canada Mortgage and Housing Corporation 


To encourage municipalities to develop more 
Land, £O0r modest—sized. housing Untiocaccae 
medium density and generally to encourage 
the economic use of land. 


Municipalities can receive a federal grant 
of $1000 for each unit of eligible housing 
constructed.” The orant is made only.tor 
new dwelling units which have received a 
building permit or its equivalent between 
November 1, 1975 and December 31, 1978. 
Dwelling units must meet certain density 
and size criteria and their value must not 
exceed the price limit established under 
ABOP LOGON e MUNnLCGLDaLity lesSumio cue 
Dua Voing permit. TO be eligible for fie 
grant, dwelling units, whether for rent or 
for sale, must be constructed for permanent 
residency, be self-contained and connected 
tO municipal piped services, with roads £o 
a minimum of gravel surface. 


Payments in this program were completed on 
March, oi, 19o2. 
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Description of Ontario Rental Programs: 


Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Dest uiption.: 


The Elderly Persons Housing Aid Act 


1960 


19.76 


Nil 
Ontario Housing Corporation 


To aid in the development of low cost 
rental housing for senior citizens 


Capital grants were provided to aid in 
development of low cost rental, housing: for 
senior citizens. Charitable organizations 
and limited dividend housing corporations 
incorporated by, or on behalf Of ne municl= 
pality were eligible for assistance. A NHA 
loan for senior citizens housing had, tO,ibe 
obtained before assistance was given. The 
grants were of either 25.0.0) per cing tipom (50 
per cent of the cost, whichever; was less. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Student Housing 
1966 


(2 OF) 


Fed.: National Housing Act, Section 46. 
Ontario Student Housing Corporation 


TO provide. low cost rental -housind, to. 
students 


Under this program, funds were loaned to 
various education-related groups to be used 
Co create rental, housing for, Sthwewes 
Chroug?y construct1tom acqu.vetrtiow aoe 
conversion. Groups eligible for assistance 
under the program included provinces and 
provincial agencies, municipalities and 
municipal agencies, universities, colleges, 
school boards, cooperatives, non-profit 
corporations and charitable corporations. 
CMHC provided loans to"cover up to 90 per 
Centewot tive Value of na. student “housiid 
projece ’and the province provided “tne 
remaining 10 per cent. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Rent Supplement Program 


Lal 


Still Operational 


Fed::, National...Housing ACtira.eeCr0n 
44(1)(b) 

Prov.: Housing Development Act, Section 
2(1)(£); Ontario Housing Corporation Act, 


Section. 64 lie 


Ministry of Municipal Affairs and Housing 
and Ontario Housing Corporation 


To provide assisted rental housing for low 
income fami Lies andasenseor ic htizens which 
is integrated into the general community 


On behalf of the Ontario Housing Corpora 
tion, the province acquires the use of 
rental accommodation from private 
Landlords. These units are then made 
available to low income families and senior 
citizens on a rent-geared-to- income basis. 
Tenants spay eunet y pDometom Of the agreed- 
upon rent directly to theaaland Lond.< {Ene 
difference between the reduced rent and the 
market rent is paid to the and Lond iby the 
Ontario Housing Corporation. Generally, 
the agreement between the Ontario Housing 
Corporation and the private landlord runs 
for three years. Up to 35 per cent Gho per 
cent for the handicapped) Ofeun bt Seel tae 
structure can be included in the program, 
the other units are rented at market rents. 
The tenants are chosen by the Ontario 
Housing Corporation and the landlord from 
the assisted housing waiting List. 


Operating subsidies.for.-the program are 
provided by the federal and provincial 
governments, 50 per cent respectively. At 
one time, municipal governments Akeso. con 
tributed to the subsidy and it was divided 
among the federal, provincial and municipal 
governments, SOre 742,55 and fso.5 pee cent, 
respectively. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Accelerated Family Rental Housing Program 
1974 


BOA 


Fed.: National Housing Act, Sections 15 and 
44 

Prov.: Housing Development Amendment Act 
Loa; SseCe1on i2 Cl) CE), Ontario HOUSsiaoG 
Corporation Act “R.S.0; T1970, Section 61) 


Ontario Mortgage Corporation 


To provide housing for low income house- 
holds using a rent supplement system and 
moderate income households using a regu- 
lated rent system, which was integrated 
into the community and privately owned 


Builders were provided with favourable 
First mortgage financing by the Ontario 
HOUSING" Corporation. "In return fom ther, 
financing builders were required to make 25 
Der cent of units in a project Avail lablertra 
Cerianrts Lrecer vying rent Stpp lementoe 
Tenants: “rn - these tines paid “ona rent 
geared-to-income basis. 


Builders were also reguired to make the 
cematning ™/S per cent of Units in a preject 
available to tenants with specific moderate 
incomes. The rents “charged and rate jor 
return to the builder from the project was 
Subject, co controls, 


The federal and provincial governments 
COM oUGe oO Der “cent each) tow tne 
program's operating subsidy. The operating 
subsidy is needed to cover the difference 
between the reduced rent paid by tenants on 
a rent—-geared—-to-income basis and the 
market rent. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Community Integrated Housing Program 


is73 


1976 


Fed.: National Housing Act, Section 44 
Prov.: Housing Development Act Section 
2(1)(£); Ontario Housing Corporation Act, 
Section 6(1) 

Mun.: Resolution of Municipal Council 


Ministry of Housing through the Ontario 
Housing Corporation and Ontario Mortgage 
Corporation 


To provide assisted rental housing which 
was integrated into the community and 
privately owned 


The Ontario Housing Corporation provided 
second mortgage financing to bud bder st tte 
bring it hee total wore ene first and second 
mortgages to 95 per cent of the: appraised 
veslite “OP RAa-ipro Je Cc. ime catucn $fon ~he 
second mortgage financing, builders were 
required to make 25 per Gent ofAuni tbs else 
project available to tenants receiving rent 
supplements for a period of 15 years. The 
other 75 per cent of units were rented at 
market rents. Tenants receiving rent 
supplements paid rent on a rent-geared-to- 
ai come basis wand: wenetsedrectedt Dy the 
Ontario Housing Corporation and the project 
owner from the assisted housing waiting 
list. 


The operating subsidies for the program, 
which are needed to cover the difference 
between the reduced rent paid by tenants 
and the market rent, are divided by the 
federal and provincial governments on a 
50:50 per cent basis. 
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Program 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Private Assisted Rental Program 
1976 


Still Operational 


Fed.: National Housing Act, Section 44 
Prov.: Housing Development Act, Section 
Zien ONCanLO HOUSING, COrpOLaLlion Act, 
Section 6(1) 


Ministry of Municipal Affairs and Housing 
through Ontario Housing Corporation 


To stimulate private sector participation 
in the provision of rent-geared-to-income 
housing units 


Through an agreement with the Ontario 
Housing, Corporation, -Duilders, finance, 
construct, own, and manage rental projects 
which. have wp to 200. per “cent of there 
units made available to persons on the 
WoaLG Il hdel uot. .FOr,ass isted rental” houcwna. 
The agreements usually are in effect for 
between 15 to 35 years. Tenants pay rent 
on a rent-geared-to-income basis and can 
include both families and senior citizens. 


The difference between the rents paid by 
the tenants and the market rents for the 
UNLESS is ,-CcOvered in a manner Sim? Par co 
that O21 “Che. Rent Svpplement “Program: 
Operating costs of the program are divided 
equally between the federal and provincial 
governments. At one time, operating costs 
of the program were divided between the 
federal, provincial and municipal govern- 
MCN See DU a D> eal 7.5 Der (einer 
respectively. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Ontario Rental Construction Grant [ORCG] 
1977 


1981 


Fed.: National Housing Act, Section 58 


Prov.: Housing Development Act, Section 
2c DiS} 


Canada Mortgage and Housing Corporation 


To provide additional assistance when the 
assistance provided under the Assisted 
Rental Program was insufficient to facili- 
tate the production of moderately priced 
rental accommodation 


The ORCG was intended to complement the 
Assisted Rental Program. The grants were 
avaiLablie,.tolbudikderssaft, after they had 
received maximum assistance PROM he 
federal Assisted Rental Program, they could 
still not produce housing with economic 
rents. The grant was for up to S6Q0s pee 
unit in the first year and was reduced in 
each following year based on the same 
formula as the Assisted Rental Program. 
The grant was provided over the same 
disbursement period as the federal program. 


phe: Unitieadsmenrts latbualder coud charge 
were set out in the grant agreement. Sub- 
sequently, rents would be set by market 
conditions, but the amount Oper tice. GO Gale 
would decrease as revenue increased. 
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Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Municipal Non-Profit Housing Program (or 
Section ~56.1) Non-Profit. and Cooperative 
Housing Program) 


T9 a3 


Still Operational 


Fed.: “National Housing Act, Section 56.1, .as 
amended, Section 44(1)(b) and Section 6 
Prov.: HouSing Development Act, as amended, 
Secttonn2.{ Is)cte) wand Gh) 

Muss. RESO MUCT ONO, Milner ict, .GOUlC inaes 
agreement with Province under the Housing 
bev ekonment? Nick; + Secta on 1:7 (1) Ca). and 
Section »P2 


Ontarice Ministry omt eMunrcipal Affairs sang 
Housing and Ontario Housing Corporation 


To provide assistance to municipally owned 
non-profit housing corporations where the 
main objective is to supply rental accommo- 
dation for families and individuals 


Thiseprogramiis™a modwgttcation of a portion 
Gi ditie  Non=Prornrhte twowsing Assistance 
Program 019:7i8.)< Municipally owned non- 
profit corporations can receive two types 
of assistance through the program, capital 
assistance and operation assistance. 


Capital assistance is available in the form 
of NHA insurance on mortgages from NHA- 
approved iVending, institutions (which. are 
LOmupnito 100 pericent of ‘the lending value 
GLa project). 


Operating assistance is available inetna 
form of an annual federal rent reduction 
grant to help offset operating losses. At 
its maximum, the assistance will amount to 
the equivalent of an interest reduction 
down to two per cent ona 100 per cent loan 
OVeTr "a "35-VYear amortization period, 


Provincial assistance is  “avad lable. tc 
complement the federal assistance. The 
province will provide, when it is needed, a 
rent Tecuction grant of up to 100 per cent 
of the Federal rent reduction grant. If an 
additional subsidy is required over and 
above the federal and provincial rent 
reduction grants it will be shared equally 
by the two levels of government. 


In structures intended for families up: to 
2 Pen eeent (5 iner cenit ioe mie 


70 


handicapped) of units may be allocated to 
tenants who will pay,on.a rent-geared-to- 
income. basis. In structures intended for 
senior citizens, up to, 50 per cent of units 
may be allocated to tenants who will pay on 
a rent-geared-to-income basis. The remain- 
ing tenants pay a low end of market rent. 


Tak 


Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objectives: 


Description: 


Ontario Rental Construction “Loan “Program 
[ORCL] 


E3et 


1981 


Nil 
Ontario Mortgage Corporation 


TO CS UIMGLate ptbhne Construction. of -rentar 
housing nits in Ontario, especial .vean 
areas of the province with, low ,rental 
Vacancy rates 


Interest-free loans were available to 
private builders to finance new rental 
construction projects and the conversion of 
non-residential properties to rental accom- 
modation. The loans were second mortgage 
Loans —ranging sorom 564,200 tO 36,000 sper, 
reli Wy Io pe go 3 = el ys A Oe Thics TAM Ollie vy aiedee 
accoroaing, co. the project's. finaly fires 
mortgage rate of interest. The loans had a 
25 year term with repayment beginning in 
the sixteenth year. 


TO. pe eset bile tO ca Loan under tiie 
program, a project had to meet a number of 
conditions. The conditions included speci- 
fications that: 

i new voonscruction DEOovect S “had rc 
contain a Minimum ‘of Six “Units? 

Ti) Up. to. 20 per “Cent. Of UnLts "Line 
comp lex,, Dut’ no more “than 25° per” cent cof 
units in a” building, be offered to ‘the 
local howsing authority “to: be used (far 
assisted housing; 

Pivjiweiigiple Units could. be located aH 
mixed residential/commercial or retail 
projects; 

iv) units appropriate for disabled persons 
be made available if local need warrants 
it; and 

Vj ca projects wits had to: fal li withan 
set maximum prices. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Objective: 


Description: 


REnt HAB: 


Demonstration 
Projects: 


REnt HAB/Demonstration Projects 
May 1982 


Cancelled in December 1982 


Ontario Ministry of Municipal Affairs and 
Housing 


To encourage the rehabilitation and mainte- 
nance of rental housing and the development 
of new rental units in existing buildings 


This program had two components, REnt HAB 
and demonstration projects. 


This portion of the program was designed to 
encourage the rehabilitation and mainte- 
nance of rental housing. Interest-free 
loans.of_up to $7500 were tobe available 
to landlords to "keep and improve" rental 
units. The loans were to have a 20-year 
term with repayment beginning in the 
eleventh year. If a unit ceased to be used 
for rental housing the loan would have to 
be repaid at that time. 


The REnt HAB loans were to be ava lab. e 

On iy, Sin) Mec Del bse S With, a~rental 

vacancy rate of two per cent or less which 

have maintenance and occupancy by-laws. To 

Quatlry for Rent Ab, units were required 

to (be: 

- self-contained 

~ below minimum standards set in municipal 
by-laws 

~ covered by rent review legislation 

- occupied prior to January l, 1976 

~ rented for less than $750 per month. 


This portion of the program was designed to 
encourage the development of new rental 
units in existing residential Dit) aims. 
Interest-free loans of up to $7500 would be 


aveilable for this purpose. The loans 
would have a 20-year term with repayment 
beginning in the eleventh year. The units 


would have to remain as rental housing for 
20 years. 


The demonstration was intended to idsbus= 
trate how constraints encountered, in an 
attempt to develop new Pent ao yall St eat 
existing butldings, can be overcome. 
Constraints included zoning, building and 
renovation codes and public attitude. 
Projects were to be of a general nature so 


hs 


that they could be copied or adopted for 
use in other municipalities. The municipa- 
Pities slated to be. involved in this. jome 
project with the Ministry of Municipal 
Ariatvrs, and Housing were Hamt Leon, 
Kingston, Ottawa, Thunder Bay and Toronto. 


The program was not actively promoted and 
lapsed in December 1982. 
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Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Innovative Rental Construction Loan Program 
[Inno Rent] 


May 1982 


Cancelled in December 1982 


Nil 


Ontario Ministry of Municipal Affairs and 
Housing 


To encourage the construction of moderately 
priced rental units in areas with rental 
vacancy rates of two per cent or less, some 
of which would be available to low income 
families, senior citizens and Diyvstcat ey = 
disabled persons 


Developers and financiers were encouraged 
to use innovative financial arrangements, 
mixed land use, and alternative forms of 
land tenures to develop rental units. ‘Loans 
were to be made available for new rental 
projects, anpdiios the conversion of non- 
residential properties to rental Units. 
Each application for a Voan "was tc be eva— 
luated on its .“own merit” with special 
consideration given to the Vevel-OL ascls— 
tance required for a project and the degree 
of innovation exhibited as a project. The 
loans were to be for a 25 year term and 
interest-free, with repayment beginning in 
the sixteenth year. If a project did not 
remain rental. tor lo .vyears the loans were 
to become repayable with interest. 


Projects, in municipalities without Lot 
levies or in municipalities which were 
prepared to reduce lot levies were to be 
given priority. To be eligible for loans 
under the program, projects were Pome wn 
areas where vacancy rates for rencal units 
are two per cent or less. Projects eligi- 
ble for the MURB or ORCL program were to be 
disqualified for loans through the program. 


The program was not actively promoted and 
lapsed in December 1982. 


ih 


Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Northern Ontario Assistance in Housing 
[NOAH ] 


March 1973 


December 1973 


Fed.: National Housing Act, Sections 43. and 


Prove: Housing Development ACt, “Res-o. 
L970, Section 6, Ontario Housing Corpora= 
ELOMm ACt Ss RAS7O. L970, SeCcuLlans "6 and 7 


Mimistry of Housing, through )Onbtanre 
Housing Corporation 


To provide low income families in non-urban 
areas of "Northern Ontario, particularly im 
unorganized and remote communities, with 
assisted rental housing 


PREOMUgn the Ontario Housing Corporation, 
which constructs and manages public housing 
units in * Northern “Ontario communities: 
housing is allocated on the basis of need 
as determined by an OHC point rating system 
For northern residents. Rental rates are 
geared to the income of the tenants. CMHC 
provides a loan to the province of Ontario, 
equal’ to 90 per cent of the capital cost of 
a project and also contributes 50 per cent 
bOward whe “annual “operating subsidy. to 
cover the remaining Capital costs, soue 
borrows an additional 10 per cent from the 
province. OHC subsidizes 50 per cent of the 
Operating deficits. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Wigwamen Incorporated 
March 1973 


December 1973 


Fed.: National Housing Act, Sections 15 and 
44 

Prov.: Housing Development Amendment Act 
Se aececr On oC) to Olneat EG Housing 
Corporation Act, R.S.O. 1970, Section 6 


Wigwamen Incorporated, with assistance from 
the Ministry of Housing, through Ontario 
Housing Corporation and Canada Mortgage and 
Housing Corporation 


To assist Canadian native people in meeting 
their rental housing requirements in Metro 
TOLCONCC 


Wigwamen Incorporated, a private non-profit 
organization, purchases housing units, for 
use as rental accommodation with federal 
funds and is responsible for tenant selec- 
cron and housing gaministration. Len 
addition, OHC participates with Wigwamen in 
a joint committee to gehect, tenants .for 
units that are made available under the 
Rent Supplement Program. (See, al son Rent 
Supplement Program). 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Neighbourhood Improvement Program [NIP] 
1973 


1980 


Fed.: National Housing Act, Sections 27.1 
Ares ie 


The Ontario \Ministrys of Municipals Affairs 
and Housing through its community renewal 
branch, Canada Mortgage and Housing Cor- 
poration and the local municipal authority 


To improve the housing and living condi- 
tions Of. residents, of deteriorating 
neighbourhoods. The emphasis is on rehabi- 
litating individual homes through the 
federally-sponsored Residential Rehabilita- 
tion Assistance Program (RRAP) and 
facilitating improvement of social ameni- 
ties, munmicipalwservaces “and sapafhtae 
utilities through NIP 


The rogram provides. grants and loanseto 
municipalities to encourage the upgrading 
of older residential neighbourhoods. The 
NIP program aims at integrating neighbour- 
hood sehabihitation programs "with tebe 
Residential Rehabilitation Assistance 
Program's funding of private home recondi- 
tioning projects. Neighbourhoods eligible 
for assistance are those whose housing 
stock and social and recreational facili- 
ties are in need of repair and improvement 
to comply with minimum standards. Assis- 
tance is available to select neighbourhoods 
and create redevelopment plans, to acquire 
Dana foe wand bo construct social’ anc 
recreational facilities to acquine and 
clear land for low- and moderate-income 
housing, and to relocate persons displaced 
due to neighbourhood improvements. Fede- 
ral, provincial and municipal governments 
subsidize the cost of these projects, 50, 
25 and 25 per cent (municipalities may 
borrow from CMHC 75 per cent of their 
share) respectively. 


Additional shared-cost grants are available 
to municipalities to improve both public 
utilities and existing commercial esta- 
blishments in rehabilitated neighbourhoods. 
This program was changed to the Ontario 
Neighbourhood Improvement Program [ONIP] in 
1982. The ONIP program is modelled on the 


NIP program with more stringent QAbiganilrey 
eriteria. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Convert-to-Rent 
1982 


Still Operational 


Nil 


Ontario Ministry of Municipal Affairs and 
Housing 


To encourage the production of 2,600 addi- 
ras nal’ ren'tale Housinigqeunits “py enon 
residential conversions. 


Interest-free loans of $7,000 per unite are 
advanced in two parts: half at 15 per cent 
completion, and half on 50 per cent comple- 
tionee oThe loan anterest—tree fom lacterm 
of US%years; eis repayable, beginning in 
year tlh; Wwirehtequal monthly payments over 
the next five years. All projects must 
remain as rental accommodation for a 
minimum of SlSevears; otherwise, the loan is 
immediately repayable in full. 


To ensure moderate-rent accommodation, 
maximum all-included costs for completed 
units must. not exceed S See Osa tO... 
Metropolitan Toronto and Northern Ontario, 
north of the French River and S42, COUMECL 
the rest of the province. (These cost 
ceilings may be revised periodically.) 


Up to twenty-five per cent of the units are 
to be offered for use by the local housing 
authority responsible for managing assisted 
housing in the community. [In appropriate 
cases, up to five per cent of the units in 
the building should be made accessible to 
physically-disabled persons. First-year 
rents are negotiated with the Ministry. 


To be eligible for the program, work. On) a 
project cannot begim pricr Com tne loan 
commitment. (The land or building may be 
purchased and a building permit obtained.) 
Except for senior citizen projects, adults- 
only buildings are not eh ide. Non- 
opera mv bromer eke, cooperative housing may be 
eligible Lf NHA assistance were not used. 
Other government funded projects will gene- 
rally be ineligible. Projects may be of 
mixed use and tenure. 


SHS, 


Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Ontario Renews - Adding Rental Units to 
Existing Housing 


August 1983 


Still Operational 


Nil 


Ontalio Ministry of4 Municipal Attairs ana 
Housing 


An experimental pilot project to create 150 
new rental units in existing single-family 
housing 


The pilot projects are located in Toronto, 
Hamilton, Ottawa and Thunder Bay -- 
communities which have low rental vacancy 
Gates .anGg. targe: exastiung housing *stocr 
feasible for conversions. 


Homeowners interested in a conversion must 
own and live in the house. [Initial appli- 
cations must be made to the municipality in 
which the single-family housing is located 
and conversions must comply with existing 
zoning by-laws. 


The province wit] provide an average 
interest-free joan of $7,000 per new unre 
(secured by a provincially-held mortgage) 
tO underwrite a portion of the’ selected 
homeowner's capital costs of converting to 
provide at least one new legal unit. The 
lOanwis intenest-free for 15 years. ra 
unit is "deconverted", the loan will become 
due and payable immediately. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Municipal Incentive Grants Program 
1975 


1978 


Fed.: National Housing Act, Section 56.2 


Prov.: Federal/provincial agreement, Apr it 
1976 


Ontario Ministry of Housing, Community 
Planning Advisory Branch; Canada Mortgage 
and Housing Corporation; municipalities 


To encourage municipalities to permit and 
facilitate development of medium-density 
housing of moderate size and, prmLce 


Municipalities are offered a grant Of «5.1000 
by CMHC for each new dwelling unit meeting 
certain density and size requirements and 
priced below the limit set for AHOP in that 
area. The dwellings can be for rent or 
sale and must be connected to municipal 
services. 
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Program: 
Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Community Sponsored Housing Program 
1974 


December 1978 


Nil 


Ministry of Municipal Affairs and Housing 
and Ontario Housing Corporation 


To provide additional assistance to non- 
Pros.t.shousing .copporations. «in housing dow 
and moderate income households and to 
establish another method of integrating 
public housing units into the community. 


In addition to federal assistance available 
COmnOn =r fits Or OUD Sie ars) COV LimnGk agement 
reduction, grant.1s availab be. lfiuni ts ~,re 
made available to households eligible for 
rent supplement. The grant is paid over a 
Lo2-~Veareupernlod om aidec Linings scales mekine 
USUal Kemi reduce onaises 20 €0.5835 permet 
a, / MOC Me sin sc Veet Siro V Gait, The rent 
supplement is also available. 


in, 1974,. the province allocated $4 milion 
an funds for this. program: 
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Program: 


Date Started: 
Date Ended: 


Enabling 
Legislation: 


Administered by: 


Objective: 


Description: 


Ontario Community Housing Assistance 
Program [OCHAP] 


March 1981 


Still operational 


Housing Development Act 


Ontario Housing Corporation, for Ministry 
of Municipal Affairs and Housing 


To assist in the provision of rent-geared- 
to-income housing for individuals and 
families of low income. 


Projects developed with federal assistance 
under Section 56.1 of the National Housing 
Pope ei nce. Audis Ge mc, 1978 2. sunder tne 
federal private non-profit housing program; 
and since alanuaty w,. 19/9,.under -thegnon— 
Ororitr COUper aca. housing program are 
eligible. This program operates in 
conjunction with the Rent Supplement 
Program, in which the province will provide 
a 100 per cent subsidy on additional units 
designated for geared-to-income occupants. 
Like the Rent Supplement Program, these 
additional units are made available to low 
income families and senior Gi Puzenseona 
rent-geared-to-income Hasis. | Lenancs pay 
their portion of the agreed-upon rent 
directly to the landlord. The difference 
between the reduced rent and the market 
rent is paid to the landlord by the Ontario 
Housing Corporation. Inutial OCGHAP tagree— 
ments between the ministry and private non- 
proritycoopempative corporations cover 
periods of up to three years. Up to 35 per 
cent (+5 per cent for the handicapped) of 
units can be included in family Projects 
and 50 per cent in projects for senior 
citizens. 


At least 50 per cent of the units made 
available under OCHAP must be offered to 
the local housing authority which may refer 
applicants. from if: scewanta noe lis tel or 
geared-to-income housing. Provincial OCHAP 
assistance given in any project will not 
exceed federal funding. 
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CHAPTER 2: CLASSIFICATION OF RENTAL HOUSING POLICIES 


1. Gad ENeroGuUction 


The analysis of Chapter, | of stbie ostuay showed the 
numerous and varied approaches to housing policy that have 
been used by the federal government and the government of 
Ontario. Any attempt to examine these policies comprehen- 
sively, policy by policy, would become bogged down guickly in 
a morass of detail. Such an unfortunate outcome can be 
overcome by recognizing that many of these policies share 
common elements. THUS, cd vau Letty. cr “qeneric , types Of 
rental housing policies can be distinguished according to the 
general channels and mechanisms through which they are 
expected to have an impact. Within the generic classes, 
differences exist with respect to the details of policies so 
as to create some differences inethedr ettects son the 
workings of housing markets. Still, the: ana lysis can proceed 
by examining the generic types and noting the differences 


within types only where necessary. 
2.0 Market and Non-Market Allocation 


In Canada, the market is the predominant mechanism used 
for determining the allocation of rental housing in our 
economy. The term "rontal", sine Litseifz, conveys the sense of 
a market transaction. To appreciate the no lesotvtheamarket 
in the allocation of rental housing, it is useful to consider 
the features of the conceptual alternative, a non-market 
system of allocation such as exists in the Soviet WOVOn «eo oD 
such a system, decisions with respect to the volume, quality, 


location and allocation of housing are determined indepen- 
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dently of peoples' willingness or ability to pay. People are 
assigned to housing and find it difficult to improve their 
housing by spending more even if they so desired. Similarly, 
they may be unable to accept housing of lower quality and use 
the resources saved for any other component of their 
consumption. 

Non-Market allocation. Some indication of the proce=— 
dures used for the allocation of housing by non-market means 
can be gained from Di Maio's (1974) study of Soviet housing 
policy. He describes the procedure of making an application 


for housing as follows: 


The main concern of the person in need of housing 
LS4 COTEQSCEN HE sPinames put on “the waLcing “List for 
housing.... The individual seeking better living 
conditions starts out by filing an application with 
his local housing operations' office. Attached to 
his application is a copy of his certificate of 
occupancy which describes his current housing: its 
size, number of rooms, whether it is an individual 
apartment or shared, the number of persons occupy- 
Ce ges Dt Othev persona is seeking Space” in a 
building owned by his work organization he must 
also provide his’ personal "fli ae, From the 
housing operations' office, papers are sent to the 
appropriate city agency or waiting lists for redis- 
tribution sof “siiv inoeenace.. jv be News MO NN 9 talk Ny Bed Oss 
Stipulates that applications...must be examined 
Within “one “month. <The leadership of the [local 
unit]...may extend the period for deciding on an 
application by one more month. Only a decision of 
the U[floeal unit}...can put a~ person's Giame "ona 
Weta © LOL Blasi. wee The waeed sfor housing or for an 
improvement in housing must be Clearly strown.<¥, 
Because of the housing shortage, thorough verifica- 
tion of the applicant's present housing condition 
LS @ mecessity. “Several official semi-oftfticial 
and semi-voluntary organizations parEPreipate* tn 
investigating the petitioner's situation. (pp. 118- 
119) 


Placement on the waiting list is only the first step toward 


obtaining housing. Di Maio continues: 
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---Soviet legal writers stress the fact that once 
citizens are on waiting lists, they aré assigned 
living space strictly on the basis of their turn, 
unless special restrictions apply to them. (p. 119) 


A non-market system of allocation is often compared 
favourably to a market system because it allocates housing on 
a more equitable basis than ability to pay- Di Maio's 


evidence suggests priviledged workers get special treatment: 


The more important enterprises, however, have been 
known to exert pressure to improve an employee's 
Bositt10n On ‘the city-wide waiting Tel Stee Party 
membership or position may also influence the out- 
come of housing decisions. Housing agencies are 
often in poor circumstances to resist Party 
suggestions.... The allocation process once again 
pointsmout the contradiction between a policy which 
views housing as a public service ana a nigne of 
our citizens and at the same time ties housing to 
the rewards system (p. 119) 


The length of his wait and the size of the alloted 
housing space will depend on eayeralatactorss,1n 
addition to his need, work and SOC HA lwrecords LL 
the apartment hunter belongs to a privileged 
category he will be entitled to special considera- 
eton. on Phe ipniority slustsonm, to, stra housing 
Space... The additional housing assigned may 
consist of a separate room, regardless of size. Hage 
a separate room is not available, the norm for 
additional space is ten square meters or where 
indicated by law, twenty sguare meters GLoOor 
example, creative artists, gand, scientigic 
artists).... This additional housing is subject to 
the same rent level as basic housing space. (pp. 
122-23) 


While the procedures for obtaining housing may vary according 
to the place of residence and other characteristics, this 
description makes it clear that housing is allocated in the 
u.S.S.R. by a mechanism which 1s distinct Ly, Gisterent from 
the market mechanisms. 

In Canada, a portion of rental housing is allocated bya 
similar mechanism to that used in the Soviet Union. In 


particular, public housing is allocated on a basis other than 
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ability to pay. Its allocation manifests many of the same 
features as the non-market system of the Soviet Union such 
as complicated application procedures, points systems to 
determine priority and lengthy waiting lists. Nevertheless, 
despite the presence of a non-market sector, the market 
mechanism provides the predominant mechanism for the 
allocation of rental housing in Canada. As a consequence, 
Che “analysis in, this .study proceeds jbyv .ex% amin jngpsene 
consequences of different policies! in, terms of their ‘effects 


on the working of the market for rental housing. 


3.0 Types of Housing Policies 


The "scope oferhe term, rental, housing policy “must be 
delineated for the purpose of this study. One approach would 
define rental policy narrowly as a policy consciously 
directed toward some dimension of rental housing or alterna- 
tively, a policy with the primary purpose of altering the 
quality off quantity of “housing foccupilcdaby renterowes Botn 
these approaches are rejected for present purposes. Stanbury 
(1984a) shows that the public choice analysis of policy makes 
it very difficult to identify either the conscious direction 
of policy tor 1ts primaryspurpose.. Policy, cather,«<emanates 
Crom aecOabitionvor 1ntereses, each of which may have dis- 
tinctly different motives for wishing a policy enacted. The 
stated purpose of a policy may be designed so as to make a 
policy potentially attractive to the general public even 
though that purpose need not correspond to the objectives of 
any party in the coalition and, indeed, may not be descrip- 


tive of the effects of the polreyv. 
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The use of the term "rental policy" for present purposes 
will avoid the need to identify the motive or purpose of any 
Sot roe policy wil bbe identified 6% eorentaripolicy ts 
the extent that it influences or affects the quantity or 
guality of the rental housing available to households and 
individuals. This approach should be less ambiguous than the 
alternative because, conceptually, it is easier to determine 
whether a policy affects housing than it is to determine the 
intent or purpose of the policy. 

As stated in the introduction and eariidierterm this 
chapter, the numerous variants of housing policy make a 
policy-by-policy review unfeasible. The mass of detail would 
obscure any generalizations about theverpfects ofrdirrerent 
tvpes of ypolicy. Fortunately, the dimensions of the 
differences among policies are simpler than a sue PE1 Cc hag 
review would suggest. For present purposes, rental housing 
policies can be classified according to their and tad. impact 
on the housing market. 

Fous generic” ‘types of rental mousindlaresodistins= 
guished: 

1) Market augmenting policies work through influencing 
the: behav Lourv"of (rive te market participants (1.ée., 
tenants or private landlords or both) under a given 
set of market conditions and ins titotrons. 

2) Market replacing policies work through influencing 
Some third party other than private landlords (i.e., 
either government, its agencies, or non-profit parti- 
cipants in the housing market) to supply rental 
housing. 

3) Rent regulating policies serve to alter the market 
outcome from that which would have occurred, given the 
existing demand from tenants and existing supply from 
landlords. 

27 *tnsticutional policies alter the arrangements which 


govern the actions of market participation in either 
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the supply of housing or in the terms of transactions 
between tenants and landlords. 
Each of these approaches will be discussed more fully below 


in order to make the distinctions among them clear. 
3.1 Budgetary Versus Non-Budgetary Policies 


hrs *lour-fold classitication of rencal housing policies 
tends to mask another essential difference among policies. 
Market augmenting and market replacing policies can both be 
characterized as budgetary policies in that they require 
Changes in government expenditures or tax revenues in order 
to alter market outcomes. These policies require the 
government to change the incentives of market participants by 
changing either the subsidies that they receive or the taxes 
that they pay when they carry out certain actions which 
abtect the ienand of supply of Tremtal hous ung: Market 
replacing policies reguire the government either to make 
direct expenditures itself or to make subsidies to non-profit 
participants. In ‘contrast, market regulating and ins mtu 
tional policies can be classed as non-budgetary policies in 
that neither "depends son ‘the effects!*ofidirectS government 
expenditures or taxation to achieve its effect. Market 
regulating policies constrain the outcomes of omarket 
processes in order to achieve their effects, whereas, 
institutional policies change the sets of allowable behaviour 
for market participants. 

This classification between budgetary and non-budgetary 
policies may be misleading in an important respece. | Tt) may 
leave the impression that budgetary policies are Sos iy 


whereas non-budgetary policies are not. Such an impression, 
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Hhawevers° i's “totally misleading but “Pts “Source™ is easily 
understood. Budgetary policies, especially market replacing 
and demand augmenting policies, require government to make 
direct expenditures which must be financed by revenues. For 
some other budgetary policies, the costs to the government's 
budget are more subtle. Some supply augmenting policies work 
through the foregoing of tax revenues to encourage the 
desired activities. The recognition that foregone tax 
revenues are aS much a cost to government as direct expendi- 
tures has been made explicit by the use of the term °tax 
expenditure" to describe programs that “work “through the 
incentive of reduced taxes. Non-budgetary policies have the 
apparent appeal to some that they can meet their objectives 
costlessly -- such an impression could not be farther from 
the truth. The essential difference between budgetary and 
non-budgetary policies is that the costs On ene Latver are 
less visible and do not show up on the government's budget 
directly.. Rather, these costs appear through an impairment 
in the workings of the market mechanism in which costs ‘are 
placed on one or the other of the market participants. Rent 
regulation, for example, can, in the first instance, be 
regarded as a tax upon landlords. Like any other tax, its 
final incidence may not be the same as Pes Hna tral -rmpact. 
The costs may be spread from landlords to tenants, potential 
tenants and even taxpayers at large. Many ‘buagetary 
policies, including those in the housing area, are a response 
to the impairment of the workings of the market produced by 
the use of non-budgetary policies. The reader should note, 
for example, the proliferation of budgetary po Lac tes 4Lor 


rental housing, documented in Chapter reahat fo lftmeweds the 
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introduction of rent regulation, a non-budgetary policy, in 


LS7 55 
3.2 The Workings of Market Augmenting Policies 


Market augmenting policies can be identified by the fact 
that they work through altering the behaviour of private 
participants in the rental markét by increasing ther, 
willingness to demand or supply rental housing in face of any 
given set of incentives or signals emanating from that 
market. This definition has several separate elements. 
First, ‘the*policy, works py tnrlvencing the belavroun con 
market participants. Second, it either alters their willing- 
ness*to be suppliers of rental housing or int luences there 
cost or opportunities for housing as consumers under a given 
SEU “Ob Gents “OF Prices wWwhichvexist In ‘the tie market. (1) 

The” first criterion assures that market augmenting 
policies do, in fact, augment rather than supplant the market 
by ensuring that the policies work through influencing the 
béhaviour of the participants who would be in the housing 
market in the absence of government policies.(2) The second 
criteria ensures the policy augments the market by wor 1nd 
through the same devices which would produce the market 
outCcCOMe “in the absence “Of regulation. THiS” test -ateo 
prevents the classification of rent regulation of any form as 
a market augmenting policy. Even though rent regulation 
serves to alter the behaviour of market participants, it does 
So by constraining them from acting in response to the forces 
which would be generated by the workings of the market. 

The definition of a market augmenting policy is intended 


to describe the mechanism through which such a policy creates 
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its effects but not to place any limitation on the environ- 
ment other than that it be a market setting. The importance 
of this observation is two-fold. It emphasizes again that a 
market augmenting policy influences the behaviour of private 
demanders and suppliers of rental services in Cariya hg OVE 
their market transactions. In addition, the definition does 
not rule out the presence of other governmental influences in 
the market. The level of rents faced by demanders and 
suppliers could be determined by some form of rent regula- 
ELON. Although, rent regulations ime@itsels would. siot «be 
classed as a market augmenting policy, a complementary: policy 
wWhoach alters the market behaviour of private demanders and 
private suppliers of housing, in face of a regulated level of 
rents, would be a market augmenting policy. 

Ane examp lémoantbes usedrsto show the overlap between 
market augmenting and rent regulation policies. Consider a 
pedieysof rent regulation which succeeds in hnowiding market 
rents substantially below the levels which would prevail in 
itserabsence. In time, it may become apparent thatosthis 
nolaecy,of rent regulation inhibats: the supp lyscotsmental 
housing, bringing forward a call to' government, to do 
something about the shortage of rental housing. Introduction 
of atax .concessionsisor) darect subsidies may succeed in 
increasing the supply of rentesl howsing Em these 
circumstances. Note that what was initially. a non-budgetary 
policy to keep rents down has triggered a budgetary response. 
The "tax" on landlords resulting from the rent regulation has 
been replaced by a subsidy from the public purse. 

The basic definition of rental policy presented earlier 


stressed the importance of the effects oft a police as 
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distinct from the intent or proclaimed purpose in determining 
whether a policy should be classed as a rental policy. In 
considering the effects of market augmenting policies, a 
further distinction should be made between the proximate and 
inditect Gflects. / ln part, these polieiee work by altering 
directly the behaviour of market participants in face of a 
given set of market conditions. This effect can be charac- 
terized as the proximate or direct effect in that the policy 
directly shaped the conditions determining that economic 
actors' behavior. The influence of the policy, however, 
extends beyond this proximate effect. The change in behavior 
caused by the proximate effect may alter market conditions in 
such a way that the incentives for other economic actors are 
also changed. Any. actions which are taken in response to 
this changed incentive can be characterized as induced or 
indirect effects. 

An evaluation of the effects of housing policies must 
distinguish clearly between the proximate and induced effects 
of the policy. A policy may have the same proximate effects 
in, ditferent iciz-cumstances. Dut substantially difterent 
induced effects so as to alter the overall Outcome.«) Por 
example, a housing allowance program may raise the incomes of 
certain groups of households so that they desire to spend 
gQreater amounts on housing. The proximate effect can be 
described as a greater demand for housing. The induced 
effects depend on the other characteristics of the market and 
would, for example, be influenced by the degree of tightness 
of the market. In a tight housing market, the greater demand 


for housing might induce higher rent levels, whereas, in an 
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easier housing market it would lead to a reduction of the 
vacancy rate in the short run. 

Market augmenting policies differ according to whether 
their proximate effect influences the demand or the supply 
side of the rental market. Market augmenting policies on the 
demand side work through influencing the demands of house- 
holds for housing, whereas, supply policies WOLK. DY 
influencing property owners or developers to increase the 
supply of rental accommodation. A wide variety of specific 
policies and programs are covered under these classifica- 


tzons. 
4.0 Demand Augmenting Policies 


The definition of demand augmenting policies encom- 
passes a wide range of policies. At one extreme, Tt includes 
general policies of income distribution which influence 
recipient households' demands for housing and for other 
goods, through affecting their overall income. Negative 
income taxes, welfare payments, and even unrestricted housing 
allowances fall into this category of policy. Less obvious, 
but still relevant are policies directed towards supporting 
the consumption of other goods or services. For example, a 
food stamp program may leave recipient households with more 
discretionary income to spend for -housing 12 stheir 
consumption of food products increases by less than the value 
of food stamps. 

An unrestricted housing allowance Hitters f£romotie & 
general redistributive policies only in terms of the deter- 
mination of the benefit received by the target groups. 


Typically, the benefit to a household from such a program is 
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defined in terms of the difference between the household's 
income and the cost of some standard of housing, appropriate 
to the size, age, and other characteristics of the household. 
While the household's level of SUPPOrt may,,be, set. by: the 
Standard expense for housing, the household is not required 
to meet any spending level for ROUSING. ny Onde Os Gad i 
for the allowance. 

The general policies contrast with restricted housing 
allowances, which make the benefits dependent on the 
recipient meeting specified housing standards. Fither 
physical standards or standards based on spending on housing 
services, whether in absolute value or percentage of house- 
hold income, may be used to establish Srrorprierty Lore weone 
transters, 

The demand augmenting policies that have been discussed 
to this point apply equally well to rental housing and owner- 
occupied housing.(3) [In addition, there are several types of 
policies which can be used to stimulate demand for Owner- 
occupied housing which lack any parallels as stimulants to 
the demand for rental housing. Policies which subsidize home 
mortgages reduce the costs to households of home ownership 
relative tou rent ung. pam Leary. /aswanletyvaot government 
Programs have provided grants to new home Owners. Finally 
the Registered Home Ownership Savings Program (RHOSP), though 
now discontinued, provided delay and eventual forgiveness of 


taxes, if the proceeds are used to purchase a house. 


5:0 Supply Augmenting Policies 


Supply augmenting policies consist of those policies 


which alter the aad aba laity. sot housing by influencing 
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decisions of suppliers such as landlords and developers. At 
a most general level, any policy which creates a favourable 
podiicy .<for investment,. in general, is likely also tobe 
favourable to investment directed toward housing. Low real 
interest rates and low corporate taxation, whether through 
favourable depreciation allowances or low tax rates, would 
both be conducive to investment in general. 

Supply augmenting subsidies, specific to housing, can be 
Gturectbed® ats any)o£ ‘the Vstagest of= briingang housing to the 
market. For example, subsidies designed to reduce the cost 
of supplying housing could be directed toward either lowering 
ehaouce st swioko and. Zacowie tion lor ereducs ng Gthemicosts for 
constructing rental housing. Both these types of subsidies 
could be used to encourage both renter and owner-occupied 
housings On the other hand, policies which subs pd uzee@ tlie 
continuing costs of housing are more suitable for rental 
housing than for home ownership. This type of subsidy could 
be in the form of a supplement to a landlord's rental 
revenues received from tenants. A final type of subsidy for 
rental housing results from joint ventures between private 
and government enterprises for the supply. of heusing. A 
Subsidy occurs if the return onthe government's investment 
from the enterprise falls short of the returns that the same 
funds could earn in alternative uses. 

Some of the subsidy programs aimed at augmenting supply 
are difficult to distinguish from subsidy programs which 
augment demand. A landlord might be subsidized $X per month 
for renting accommodation to a particular tenant or a. cer 
natively, the tenant might receive a $X per month subsidy for 


occupying the unit rented by the Tandlordm*® With suitable 
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constraints on the behaviour of the landlord or tenant, these 
programs could be made to be equivalent. The difference in 
classification reflects only the fact that the basis for the 
present classification is the proximate effect of the policy. 

The tax system provides another channel through which 
housing policy can be implemented. Like the subsidy program, 
the tax incentives for housing can affect different stages of 
the supply process for housing. Exemptions from sales tax on 
construction materials reduce the cost of purchasing housing 
units for landlords and homeowners. Accelerated deprecia- 
tion, in contrast, would increase the return to the landlord 
by lowering the taxes payable out of current revenues. 

A further supply augmenting approach to rental housing 
SCONnSILStS Of Goncessivonany Mortgage Cerms. At one level, 
subsidized terms for mortgages are ‘little “divtterenertrean 
other forms of “subsidy In that they reduce theexpensesiiosg 
the landlord. Nevertheless, the decision to finance differs 
from the decision to invest "in rental shousing. FOr sts 
reason, subsidized interest rates on mortgages are distinct 


from other government subsidy programs in housing. 


6.0 Market Replacing Policies 


Market replacing policies, as"already stated, operate 
through influencing third parties to make ‘rental Viousing 
available. A basic distinction between supply augmenting and 
market replacing policies reflects the” nature’ of tiie 
Supplier. Supply augmenting policies are aimed at altering 
the incentives of private landlords to make rental housing 
available. Market replacing policies depend on suppliers 


whose primary motive is something other than the return on 
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investment. These suppliers include the government itself 
and its agencies. In addition, part of the non-profit or 
"third" sector can be included as suppliers through which 
market replacing policies can be expected to operate. 

A distinction can also be made with respect to»:the 
motives through which supply augmenting and market replacing 
policies work. Supply augmenting policies work by enhancing 
the suppliers' expected rates of return at any level of 
market rent. Lh, contrast, «markets repl acing ypolic les! mare 
motivated by factors other than gaining a profit from 
investment. Governments and their agencies bypass the market 
by supplying housing directly to individuals and families. for 
the purpose of achieving social objectives such as those to 
be discussed in Chapter 3. Similarly non-profit organi za- 
tions supply housing for motives such as service to others, 
rather than for profit.(4) This difference, however, can be 
exaggerated. Just as the prospect of inadequate profits can 
discourage the private landlord, so too, the prospect of 
Vargenslosses scan discourage sthe non-profit governmental 


supplier. 
7.0 Rent Regulating Policies 


Rent regulating policies serve to alter the market 
outcome from that which would have occurred, given the 
existing demand from actual or potential tenants and existing 
supply from actual or potential landlords. In effect, some 
set of rules or the decision of a government agent limits the 
workings of market supply and demand to some acceptable or 
allowable outcome. Much economic evidence documents the way 


in which an attempt to control some dimensions of the market 
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outcome tends to produce unintended effects in other dimen- 
sions. In particular, the regulation of market rents in” the 
housing market may Produce a deterioration in quakia ty “ot 
existing rental units and’ a decreased flow sof news rental 
accommodation, other things being equal.(5) 

Rent regulation of market outcomes has proved to be a 
popular instrument of housing policy, in the sense of being 
adopted over widespread jurisdictions. Moreover, since its 
adoption in 1975, it has been a major instrument shaping the 
rental housing market in Ontario. As Stanbury and Vertinsky 
(1985) point out, about 830,000 tenant households in Ontario 
"have a direct experience with and a direct vsitak et ina eens 
CON DEOMI (pe. Iai, 

Part of the appeal of rent regquiatvonfappéars ¢to ibe 
based on the illusion that these policies are’ 'costless} the 
earlier discussion in Section 3.1 above should have dispelled 
this illusion. Rent regulation differs from other housing 
policies®* int that ats? costs) are non-budgetary rather than 
budgetary. This difference may appeal to certain interest 
groups, to the extent that the degree of public scrutiny may 
be less for non-budgetary policies because of the greater 
Cpt Veuiee yin assessing the costs of Providing benefits to 
this group.(6) Nevertheless, the costs of achieving’ social 
objectives through rent regulation are likely to be as 
great, if not greater, than through budgetary policies. 

The presence of rent regulation must .bé Clearly recog- 
nized in any study of the workings of the rental housing 
market in Ontario and was the direct impetus for this study 


of the rental housing market. The Commission of Inquiry into 
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Residential Tenancies has among its terms of reference the 


task 


to recommend what measures, in addition to rent 
review, the Province of “Ontatipymrant -tareato 
assist in providing rental accommodation at fair 


FENUS. 0%. 
THis present study is directly concerned with the policies 
which are complementary to rent regulation and can be used to 
achieve ithe oals_of.rental housing po bicvaselt is srecognized 
that these alternatives to rent regulation may involve 
substantial budgetary costs to government. Nevertheless, 
rent regulation, as Stanbury and yertinsky (1985) «show, may 
be a very costly means for realizing social objectives. This 
study provides a basis by whichetheacostsso£f pusingealternas 
tive, policies to replace or supplement rent regulation can be 
compared with each other and wath théeacosits oc oanent) regu Ras 


trons ritselif£. 
8.0 Institutional Policies 


For the sake of completeness, one set of policies is 
discussed here that will not be subject to more detailed 
scrutiny in the remainder of this study. Institutional 
policies establish the ground rules under which housing can 
be supplied. The yee cOmsisty Olli earseit so & Bullies wha ch 
delineate acceptable or legal forms of behaviour by suppliers 
from unacceptable or illegal in all dimensions except rent. 
These rules govern who is permitted to participate in the 
market, what products or services can be supplied and the 
conditions under which they can be supplied. To some degree, 


these rules resemble the market regulating policies discussed 
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above. They are discussed here because, like rent regula- 
tion, they shape the ultimate market outcome. 

For the housing market, two major types of institutional 
policies can be distinguished: 

1) those governing the relationship between landlords 

and tenants, 

2) those which limit the types of rental .jnWowsing 

Supplied on the market. 

The dimensions of the landlord-tenant relationship 
governed by institutional policies include the terms of 
eviction, the frequency of Changes of rent, the information 
requirements imposed on the participants and other rights and 
obligations of landlords and tenants. Any movement toward 
changes in tenant-landlord rebationship through athe. esteane 
lishment of a housing ombudsman, the location of special 
housing courts or the regulation of collective bargaining 
rights for tenants (Reid, 1984), would represent acmeanor 
change in the institutional structure of the rental housing 
market. 

Institutional policies can affect the availability and 
cost of rental housing in a variety of ways. Zoning by-laws, 
minimum standards for construction embodied in building 
codes, union and trade legislation and lengthy planning and 
approval processes, all add to the cost of Supplying rental 
housing and influence the ava irap is lity ot housing at any 
level of rent, 

A detailed examination of institutional policies in the 
rental housing market is beyond the scope of the present 
paper. Yet, kbte ae. clear, that these policresmshape iii 


performance of the rental housing markets in a fundamental 
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way. A number of questions should be raised regarding these 
policies because of their interaction with the policies under 
review in this study: 

“what is “the purpose of Gxisting Inscticutional Com 

straints? 

- what are their costs and benefits? 

- who benefits and who loses from these rules? 

8.1 The Purpose of Construction Standards and Land Use 

Concrois 

The regulations governing land use and construction have 
been justified on the grounds that they prevent people from 
having to live in unpleasant environments or in substandard 
Rousincetivet, if these policies tare aimed) at protecting the 
occupants of the housing, it must be assumed that they are 
uninformed or unable to make choices on their own.s/) On “the 
other hand, the motive behind these measures may be, instead, 
to protect others from the intrusion of lower cost housing 
into their neighbourhoods. Dahlman (1982), for example, 
concludes inhis study of the effects of zoning law etek LENS 

..-zOning by-laws have become the tool by which the 


members of a residential district protect their 
investments and lifestyles. (p. 252) 





8.2 The Costs of Construction Standards and Land Use 
Controls 
Building codes and zoning by-laws impose costs by making 
housing more expensive than it would be in its absence. The 
evidence available for Canada on these costs is very limited. 
Marks (1984), in his study for the Commission, reports on 


American evidence gathered by Seidel (1978). she aS he aE 
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presents Seidel's list of government regulations classified 
according to the component of housing cost which they affect. 
Seidel also estimated the unnecessary costs for ditterent 
Cypes Of wegul ations,» asy presented, in. Table 2.2. On the 
basis of these data, Seidel concludes: 

Contrary to previous surveys in past years, govern- 


ment regulations were now considered to be the 
primary problem in doing business. CBee oct) 


8.3 The Distribution of Costs and Benefits 


Zoning by-laws and construction codes apply equally to 
all homebuilders. This does not mean that their costs are 
egual across all households. Families and individuals, which 
would have planned to occupy housing of a guality equal to or 
in excess of the standards, do not have to bear any unneces- 
Sary costs except for the costs of verification. Indeed, they 
may benefit to the extent that they can be assured that their 
neighbourhoods are composed of similar quality. housings / othe 
costs of these regulations are borne directly by those house- 
holds that would have chosen lower quality housing. than 
permitted by the standards. in Order to occupy. Pea aw 
housing, they are required to pay more than they would have 
chosen without the regulations. [In general, these households 
affected by the requirements will be lower income households. 
Thus Dahlman (1982) concludes: 

The perhaps most central Gainer from the use of 

zOning in a community is the relatively wealthy 

Single-family homeowner.... The losers have been 

the poorer people who have not been able to make 

their demands for cheaper housing effective in the 

marketplace, due to the artificial controls imposed 

On the price system as an MeLocat om Of diand ahs ba 


effect, zOning has become a tool for redistributing 
Income from the poor to the rich.... Ds a2 538 
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TABLE 2.1 


Government Regulation Affecting the Cost of Housing in the United States 


Housing Cost Camponent Affected 








Mortgage 
Land Structural Financing & 
Un improved Land Development Materials Construction Settlement 
Level, Type of Regulation Lot Development Financing and Labour Financing Costs 
Federal government 
Clear Air Act x 
Coastal Zone Management Act x x x 
Consumer Product Safety Act x x 
Federal Noise Control Act x 
Federal Water Pollution 
Control Act x x x 
FHA and VA Mortgage Programs x x x 
National Flood Insurance 
Programs x x x x x 
Occupational Health 
and Safety Act x x 
Real Estate Settlement 
Procedures Act x x x 


State government 
Building codes x x 


Coastal zone management x x x 

Critical areas restrictions x x x 

Land development acts x x x 

Sewer moratoria x x x 

Local government 

Bonding requirements x 

Building codes x x 
Energy codes x x 
Engineering inspection x x x 
Environmental impact review x x x 

Mechanical codes x x 
Plant review x x 


Sewer connection 

approval and fee x x 
Shade tree permits x x 
Site plan review x x 
Soil disturbance testing x x 
Utility connection fees x x 
Water connection 

approval and fee x x 
zoning x x x 


Ne a SE 


SOURCE: from Marks (1984), p. 94. Seidel, 1978, Exhibit 2.10, p. 20. 
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TABLE 2.2 


Unnecessary Costs of Regulation, United States 


Very 


No Significant Significant 
Increase Increase Increase 
Level, Type of Regulation (less than 1%) (1 = 5%) (more than 5%) Total* 
Sa a EN Le 
Building Codes 26.7 39.8 33.6 100.0 
Coastal zone regulations 76.0 8.1 16.0 100.0 
Energy coes 50.2 31.0 18.9 100.0 
Environment impact statements 38:53 26.0 3557 100.0 
Floodplain protection 54.5 20.5 25.0 100.0 
Mortgage finance requirements 30.2 40.4 2t5 100.0 
State land development laws 44.2 2o02 32.0 100.0 
Settlement costs 36.8 34.3 28.8 100.0 
Subdivision requirements 726 20.3 vant 100.0 
Zoning 39.7 24.1 36.3 100.0 


Eee 


* May not add to 100.0 due to rounding. 
N = 2471 


SOURCE: from Marks (1984), p. 95. Survey of the Home Building Industry, Center for 
Urban Policy Research, Summer, 1976. Seidel, 1978. Exhibit 3.15, p. 38. 
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In a Similar vein, Marks (1984) declares: 


A recent study of the Oshawa - Whitby area suggests 

that the affordability problem there has been ag- 

gravatedby local regulations andstandards.(p. 93) 

A comprehensive review of the effects of zoning and 
other regulations is beyond the scope of this study. 
Nevertheless, these local policies are part of the 
environment in which provincial and federal policies must 
operate. By affecting the cost and supply of housing, they 
a.liso, inf Wuence: both: ithenneedrifo rsdn diathewcost fo£t) policies 
carried out by other levels of government. The promincial 
government should be aware that the costliness of its 
programs may be affected materially by the choices made by 
local government. As been noted elsewhere in this study, 
existing policy of all levels of government may contribute to 


the problems toward which housing policies are directed. 
9,0 The Classificationsin Action 


As stated ebefore, ~—thed purpose sofipthe okassisfiicat ion 
developedtinethis chapters’ smto establish representative, 
“aeneri Guectype sy of epod ices which can be analyzed with 
respect to the efiects,from pursuing these policies on the 
goals-of housing» y Thus; -the elassificationsfocussesion the 
conceptual features of the policies most germane to their 
influence on the housing objectives. Prom fackprect ical 
perspective, this approach raises several questions. Can the 
classification distinguish among policies clearly? Which 
real-world policies fit the conceptual categories? 

Table 2.3 provides an answer to these guestions. It 


classifies each of the federal and provincial policies which 
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were described in the appendix to Chapter 1, on the basis of 

the included description. AS can be seen, none of the 

policies described would be classified as demand augmenting 
whereas, a large number of both Supply augmenting and market 

replacing policies were identified. Severallepowticies had a 

variety of options built into them which made ie possib1é%bor 

them to fit more than one classification. 

The basis for classification may be seen by considering 
two examples: 

1) Limited dav idend housing program (Federal).-Supp ly 
Augmenting: This program is considered as supply 
augmenting because it encouraged burlding owners “to 
develop "moderately priced rental accommodation". The 
Incentive to) private developers was a 95 per cent loan 
at a “below market" rate of interest. The essential 
element which makes this program supply augmenting is 
the: fact that. at works. through private owners. 

2) Municipal Non-Profit Housing Program (Province palin 
Market Replacing: This) program Miswsimilar €O the 
limited dividend program described above in®thaevve 
Subsidizes the costs of supplying rental nhousing.* “it "Es 
classed as market replacing, however, because it pro- 
vides assistance only to municipally owned non-profit 
-housing corporations. 

This chapter has developed a system of classification 
which can be used to analyze the workings of housing policy. 
Before the system can be used, a set of criteria must*be 
established for assessing housing policies. This is the task 


of the next chapter. 
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TABLE 2.3 


The Classification of Federal and Provincial Rental Housing 


die 


2. 


Programs 





Demand augmenting 
none identified in Ontario 


Supply augmenting 


Federal: 


Limited Dividend Housing Program 

Insured Loans 

Mortgage Insurance 

Federal/Provincial Rural and Native Housing 
Residential Rehabilitative Assistance Plan (RRAP) 
Multiple Unit Residential Buildings (MURB) 
Assisted Rental Program (ARP) 

Graduated Payment Mortgage (GPM) 

Canada Rental Supply Plan (CRSP) 

Municipal Incentive Grants (or market replacing) 


Provincial 

Rent Supplement Program 

Accelerated Family Rental Housing Program 

Private Assisted Rental Program 

Ontario Rental Construction Grant (ORCG) 

Ontario Rental Construction Loan Progam (ORCL) 

REnt HAB/Demonstration Projects 

Innovative Rental Construction Loan Program 

Neighbourhood Improvement Program (NIP) 

Convert-to-Rent 

Ontario Renews - adding Rental Units to Existing 
Housing 

Municipal Incentive Grants Program (or market 
replacing) 

Elderly Persons Housing Aid Act (or market 
replacing) 


Market Replacing 


Federal 

Public Housing 

Non-Profit Cooperative Housing Assistance Program 
(CMHC, Section 56.1, Non-Profit and Cooperative 
Housing Program which replaced Section 15.1 and 
34.18 programs) 

Community Resource Organization Program (CROP) 

Department of Veterans Affairs Housing Program for 
veterans (loans for low rental housing projects 
to non-profit group) 

Municipal Incentive Grants (or supply augmenting) 
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Table | 23 jeont. a) 


Provincial 
Elderly Persons Housing Aid Act (or Supply 
augmenting) 
Student Housing 
Municipal Non-Profit Housing Program 
Northern Ontario Assistance in Housing 
Wigamen Incorporated 
Community Sponsored Housing Program 
Ontario Community Housing Assistance Program 
Municipal Incentive Grants (or market replacing) 


LD 


Notessto Chapter 2 


(ai) 


(2) 


(Di) 
(6) 


It should be noted that this definition does not specify 
whether ‘the signals come ocuteot?a “controlied or 
uncontrolled market. Rather, it requires only that the 
signals are those which face market participants and 
those to which they react. 


Not all would rent in absence of government policies 
because the level of rents may be high enough to ration 
them out. All would be potential renters in that they 
would rent if the level of rent were low enough. 


Rental. housing policies, as discussed ‘ins Chapter 1, ‘also 
affect ownership decisions, and vice versa. LEeehous Lig 
policies increase ownership demand, they reduce rental 
demand as a consequence. 


A distinction must be made between different elements of 
the third sector. Most non-profit housing carried on by 
public bodies or private non-profit organizations does 
not benefit the initiators, either through the receipt 
of profits or through the receipt of housing on favour 
able terms. The exception is cooperative housing. Many 
of those individuals who assist in planning and imple- 
menting cooperative housing projects will udsimare by 
benefit through gaining housing on favourable terms. 
Despite the recognition of this difference between 
cooperative housing and other non-profit housing, they 
will be considered together in this study to confirm 
with the treatment given in most background material. 


See Arnott (1981) and Stanbury and Vertinsky (1985). 


Gee thermeriiandestanbury (1985), for a more complete 
discussion of this point. 


This issue is discussed in more depth with respect to 
the affordability and housing goal in Chapter 3. 
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CHAPTER 3: EVALUATION CRITERIA FOR RENTAL HOUSING POLICIES 
EERE ERI A FOR RENTAL HOUSING POLICIES 
1.0 © Introduction 


AS discussed in Chapter ol, any-evia lta fitortick the 
WOCKLING Sy Ofeuows itrig policy can only be made from the 
perspective of the goals to which it is directed.) vvetdfrom 
the standpoints of ttfic evaluator, ‘these “goals are rarely 
Clear. The formulation and implementation of any poliey 
requiress tie) suppor ti tof Varletyver ditterenttinterests, 
each of which may have different Eeasons Lori giving these 
Suppor te Moreover; as ’Stanburyacd 98.4b) hes shown, the 
presence of a policy creates a whole new set of interests. 
Thus, the reasons for SUpporta ng? alpolicy, Tonceri t) is imple- 
mented, may differ substantially from those that led to it. 

Chapter 1 provides an initial discussion of the criteria 
which will be used in this Study to evaluate the workings of 
rental housing polivetes me  the DULrpose Of sthirs chapter is to 
develop, more fully, the set of criteria to be used in this 
study. 

Ineanvearil eristudy, Stanbury (1984a) discussed with 
insight the normative judgements which can be used as Support 
for rent redullatauon.. fhe nas classified the arguments for 


rent regulation into three categories: 


= -— 


distribution of income, wealth or consumption 


CF 
Opportunities. 


a) To prevent rent "gouging" or "“unconscion- 
able" increases in rent so as to prevent 
landlords from obtaining “exorbitant" 
profits or “unearned windfall Gains." 

b) To maintain or increase the amount of 
"affordable" rental housing for households 
with low incomes.... 


1. Actions by government designed to alter the 


Le By 


2. Actions by government to create certain rights 
and thereby remove certain things from the 
market exchange process. 

a) To provide security of tenure for tenants 


as a right independently of rent control or 
aS a complement to such controls.... 


Buocateas oe 8 eee ee ee ees 


a) To remedy certain problems in rental 
housing markets said to be market failures, 
G40.,, impertect Information anueets am 
transaction costs. 


Dd)” To, stabilize the adjustmenc patn orarents 
in,disequilibrium situations. ing the rental 
housing, Market ip ,order tos rvoduee, ne 
economic costs of the process Of adjust— 
ment... (Stanbuny,. 19940 ,000e ule 2—issu 

Subsequently, Stanbury (1984b) has also discussed a 
further objective which has been used to justify rent regula- 
tion: the need to ensure diversity and balance. In summary, 
Stanbury's criteria for rent regulation can be stated as: 

1) to prevent rent gouging, 

2) to maintain or increase affordable housing, 

3) to provide security of tenure, 

4) to reduce market failure, 


5) to stabilize the adjustment path of rents, 


6) to ensure diversity and balance. 


2.0 Framework for Policy Evaluation 


This study evaluates a set of housing policies, comple=- 
mentary to rent regulation. In general, these policies are 
intended to achieve many of the same goals as rent requla-— 
tion. Thus, the criteria established by Stanbury for the 
evaluation of rent regulation can provide a Starring POIne 


for the evaluation of complementary housing policies, 


Nevertheless, the criteria used in this study must go beyond 
those used for assessment of rent regulation by Stanbury for 


a number of reasons. 
2.1 Constraints on Policy 


Files t,)- the cri terta- are-wseed inst ies study for a 


different purpose than that of Stanbury. He states: 


We focus on the arguments made in Support of some 
type of rent regulation: why such regulation ought 
to be introduced, retained or modified to make it 
more eftective trom ithe point of View of ate 
Proponents. These arguments, by Pe Cine tote. aie 
based on value judgements. (Stanbury, 1984a, 1-1) 


The arguments examined by Stanbury can, in some sense, be 
equated to the concept,or the preference framework used in 
economics. It characterizes the tastes of consumers Ore Pty 
this case, of advocates of rent regulation. Choice, however 
involves more than tastes. Constraints limit the degree to 
which we can fulfill our tastes. In the case Of a consumer, 
the” constraint is Spending power as determined by income. [In 
the case of the policy maker the constraint may be the 
resources available for carrying out policies to different 
ends: 

This difference between constraints and tastes can be 
made clear by example. Many of us say we prefer Ferraris to 
Chevrolets, champagne to beer and steak to hamburger. yet, 
Our consumption consists entirely of Chevrolets, beer and 
hamburger. This inconsistency does not mean we have not 
described our tastes accurately. On a one-for-one basis, we 


may always choose champagne over beer. The constraint of 


limited resources, together with the prices of the two 
beverages, means we never face this choice. On the basis of 
the forty beer to one champagne choice that we face we decide 
to settle for the beer. 

B-paraltel exists in’ choice*of pod fey.’ " Even thcugnr we 
may prefer a given policy for one purpose, we need to take a 
broader perspective before choosing it. This’ *broader 
perspective involves constraints. How does the policy affect 
other goals? What are the direct costs of implementing the 
policy? 

Mie! eval vation Sf ~housing’ polity faces -aidi Femmaor 
determining which criteria should be used to assess the 
working of any set of policies. Moreover, once the choice of 
criteria has been made, a further choice remains with respect 
to the weighting Ye be attached to each. To remain neutral, 
the evaluator must consider the performance of a policy in 
terms of any generally accepted criteria and leave the 
weightings among the criteria up* to poliey makers.°" The choice 
oteeartappropriate tholising policy™involves ‘a matching *of 
policies, according to their effects with the objectives most 
valued by the authorities. 

The discussion to this point suggests that constraints 
must be considered, in addition to normative goals, im 
assessing the workings of housing policy. Asa Rest, Cire 
normative goals described by Stanbury are supplemented by a 
number of criteria reflecting constraints: 

1) effectiveness for cost, and 

2)’ “administrative cost. 

The need to consider a constraint for the policies 


considered in this study may appear more urgent because these 
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policies, as shown in Chapter 2, are budgetary policies that 
require the use of resources by the government carrying them 
Out. This difference, however, is more apparent than real. 
The impression that non-budgetary policies are not bound by 
constraints is wholly spurious. As discussed in Chapter. 2; 
this impression may be caused by the fact that the costs of 
non-budgetary policies are more subtle and less direct than 
the costs of budgetary policy. ¢ Thescostsmor va non-budgetary 
policy include the detrimental effects with respect to some 
goals which come pabout through. the <sursust <of ganothe nr 
Moreover, regulatory policies impose costs on individuals in 
Just the Same way as budgetary policies. The inability to 
collect a rent because it exceeds a rental ceiling is every 
Ditrvasimuchwa, cost vas: a. itax of equal value. Non-budgetary 
policies also reguire an administrative apparatus within 
government. The requirements of the program also may impose 
costs to the public in establishing that they conform to the 
requirements of the program. 

Without doubt, the constraints on budgetary policies are 
unavoidable and obvious. How many resources must the 
government commit to the program? What are its IMD LGat ions 
for administrative costs of the government? What does the 


program buy for each dollar spent? 
2.2 Other Dimensions of Evaluation Criteria 


Two further matters are relevant for the Gchoice.of «tie 
evaluation criteria used in this study. Bliet A. jistiace 
additional. criteria were needed formevaluating the 


complementary housing policies, so too, some of the normative 
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bases for rent regulation may not be suitable for judging 
other housing policies. Tn coparticu lar tithe polwiei ae 
considered in this study can be viewed as most suitable for 
influencing the housing market over the long run. Part of 
each policy is directed toward inducing different behaviour 
than the demander or supplier of housing would make in its 
absence. These decisions include the choice of residence for 
households and the decision to invest by landlords. 
Generally, these decisions are costly to change. Thus, the 
policies considered in this: study are not suitable for 
carrying coultishort—term! objectives. For this reason, 
Sranbury su istabiad izingisgthespattern fot adjustment" objective 
is not applied to the policies under review. 

A final criterion which is used in this study should 
miter aoe introduced: att thse pormt« The objective of 
"feasibility" is used to represent the appeal of the policy 
to the various interest groups which can influence 
policymakers in reaching their decisions. This criterion is 
presented as an antidote to the view that the demonstration 
of inherent superiority of a policy on the jbasS isto ¢tire 
criteria adopted by the evatua tionatisersu ffhicient ifonyits 
adoption once these qualities are proclaimed. The analysis 


of Trebilcock et. al., Stanbury, and Hartle suggest that more 





practical matters must be considered. A policy's acceptance 
depends on the mobilization ofiisupperteon ttsebehbaltafrom 
interested parties. Moreover, the implementation of a policy 
may be dependent on the level of government proposing it and 
the degree of cooperation among governments that it requires. 


The feasibility criterion is intended to give indication of 
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the sources of support and the practical difiteu ities: in 
implementing any pobicy. 

This section has reviewed -some- of the problems which 
must be dealt with in establishing the criteria used for the 
evaluation of spol icy. We now turn to a more detailed 


examination of these individual Gr Ines. 
3.0. Affordable Housing 
Se ee Se CS ROUS TAG 


Affordability has long been expressed as a major goal of 
Rousing. policy. AS Marks (1984) notes, the Special 
Parliamentary Committee on Housing stated in its REDOr EGE 
L935: J7he: (formation, <institution. and pursue of da vpalacy of 
adequate housing should be accepted as a social responsibili- 
ty."(1) Two elements of this quote should be noted for they 
served to govern much, but not all, subsequent housing 
Pooley. First, the statement Clearly -estabdnshesct pene 
adequacy of housing dimension as a criterion for judgement. 
SECOond, and. Just eac INDORE tant. «1-t Droclains ithe "formation, 
institution and pursuit" of housing policy as a soowed 
respons. 0141 ty. This not only suggests that government 
Should pursue this goal, but it also implies it is a respon- 
Sibility borne by society as a whole. Despite the longevity 
of affordability as a stated goal of housing pola cy est hire 
objective must be examined more Caketuliy before establishing 
Criteria for assessing housing policies because the goal is 
ambiguous and can be interpreted ina VanLlety (or ways. 

The affordability of housing to any household depends on 
the relationship between, on the one hand, its income ana; on 
the other, the costs Of the desired level Of, housing, 


together with the costs of other things it purchases. ~This 
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relationship shows that affordability of housing can be 
viewed in two ways: i) as a question of the adeguacy of 
income to purchase suitable housing and ii) as a question of 
delivering more affordable housing to households at their 
current income. From the former perspective, affordable 
housing. 1S.,a«question of, adequacy’,.of: incomeyand»can be 
pursued by policies designed to redistribute income whereas, 
im theyelatter case,..affordable shousinghres ssdamstbead jma 
question of adequacy of housing and can be pursued by 
policies directed toward the supply of housing. 

The contrast between these two approaches to affordable 
housing should be emphasized. The former approach, focussing 
on income, would judge a policy which raises incomes and 
enables people to purchase more and better housing a success, 
even if the people do not spend more on housing. The target 
group of households would have the opportundty. ft ogpunuchase 
bemters housing but they «choose “not eto. Moreover, their 
existing housing becomes more affordable in the sense that it 
absorbs a smaller proportion of their income than previously. 
In contrast, such a policy would be judged as ineffective by 
the latter approach because nothing happens to the guality of 
the housing occupied by the target group. In a nutshell, 
affordable housing can be viewed as either an income distri- 
bution policy or a housing policy. 

The fact that the affordability goal encompasses two 
such diverse elements means that it is impossible to develop 
a. +S unde, Set,0£ criterias Lor measuring the success of 
achieving this goal. The discussion of cniteniasfor, each of 


the dimensions of affordability will be developed separately. 
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4.0 The Adequacy of Income 


Many government policies are directed explicitly toward 
attaining a "better" distribution of income. The primary 
policies directed toward income redistribution include the 
structure and level of the system of taxation, general income 
transfers such as family allowances and Canada pension 
payments, and transfers to specific groups such as unemp loy- 
ment insurance and old age security payments. Less clear to 
most observers but still significant are the income distribu- 
tion effects of education and resource pelrey.” ) 1 4's weeny 
difficult to imagine any government program which is wholly 
neutral in its income distribution effects. 

If housing policies gain their justification through the 
redistributive motives of providing affordable housing to 
lower income groups, the beneficiaries of these polveres 
should be determined. Do. the housing policies have the 
effects on income distribution that were intended? The 
Standard way of approaching this question requires measuring 
the benefits received from the program by the various income 
groups in the economy. The results of such an exercise can 


be judged in terms of the criteria of horizontal equity and 


vertical equity. 


4.1 Horizontal Equity 


A widely accepted Principle with respect to income 
redistribution through government taxation and expenditure is 
that®oPwWsrigontad equity which states "individual's in 


Similar circumstances should be treated Similarly (Buchanan, 
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100)." The rationale for this principle has been stated by 


Buchanan (1970): 


Fre source ‘is the “priticiple ‘of* équali ty “of “indivi-— 
duals before the law, tax treatment being legal 
treatment in essential respects. (p. 100) 


Buchanan continues with an observation with relevance to the 


United States: 


Arbitrary and capricious treatment of individuals 

by fecal institutmors 1S prevented Oy constrcus 

tional “lawl” and this constitutional “protection 

against arbitrary and discriminatory treatment by 
government has been extended to apply to che*d7s= 

tribution of laws. (p. 100) 
in. Ganada, even under the Charter of Rio esi et we 
problematic whether there is any constitutional protection of 
this nature or scope. The provisions with respect Lo 
HDEoperty Fights were deleted from the draft of the Charter 
before it was brought into force. The extent of protection 
under the recent equality provisions is uncertain. 

Despite the legal uncertainty about the status of 
horizontal .ecquity,..it.is a generally accepted value judgement 
which is applied to assess public policy. While Buchanan has 
expressed the principle of horizontal equity with respect to 
taxation only, it applies with equal force to any other 
government program, whether expenditure or regulation, which 
affects the distribution of income. 

A major problem with the concept of horizontal equity is 
that ie uredquines the identification of the individuals that 
are in similar circumstances. No two individuals are likely 


to be identical in all dimensions. Obviously, any use OL cine 


concept of horizontal equity requires some initial agreement 
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as to which dimensions are relevant to the comparisons among 
individuals. 

A further consideration for horizontal equity judgements 
is the role of the individual's own choice in determining 


CUrrent circumstances. Atkinson (1975) in The Economics of 


Ineguality states: 


Individuals differ in their tastes with regard to 

WOrk, tO Saving and to risk aking.) VASia resist, 

people with the same opportunities may make 

different decisions, leading tondi sparities in 

observed income or wealth. One person may prefer a 

job with low earnings but short working hours and 

Lave teeeneS Don Sibel aryve a person who prefers to 

save while working to provide for old age may have 

more wealth when he retires than those who pre- 

ferred to consume when they were younger. (p. 5) 
The aspect of personal choice in determining circumstances 
complicates further the comparison. lf one. Endawiduaw 
attains a given income at a given age by exerting his produc- 
tive capacities to the fullest extent and another individual 
of the same age attains the same income without exertion of 
his full potential, should the two individuals be considered 
alike for the purposes of equity comparisons? In other 
words, is horizontal equity based on an individual's 
Opportunities or their current circumstances? The argument 
implies no judgement about the need for Or the degree to 
which people use their potential. It simply Suggests that 
commonly used measures may not be enough for making equity 
judgements. 

What significance does horizontal equ ity sp layer an 
assessing the performance of government housing programs? 


Government programs differ with respect to their coverage. 


Some may offer roughly equal benefits to people an 
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essentially the same circumstances while others are uneven in 
their incidence, even among similar groups. In some cases, 
policies by their nature offer relatively large benefits to a 
limited group of designated recipients. When benefits are 
not universal with respect to individuals in similar circum- 
stances, some rationing procedure must be used to limit the 
eligibility. Location, administrative choice on the basis of 
acdpem enadhcruteriarsuch as,first. come, first swerved, sheer 
ehance,. and. willingness. tor fulfill ,the qualification proce= 
dure are all criteria which may provide a basis for choice 
among individuals in similar circumstances. 

On a normative basis, questions of. horizontal equity. are 
a relevant concern with respect to judging the performance of 
different policies. Two policies of equal expense may redis- 
tribute benefits of similar value solely to the designated 
group of beneficiaries. Yet, one may redistribute $1,000,000 
to a target group of ten thousand eligible recipients by 
offering a benefit of $100 each whereas, another may offer 
the same benefit to the same group through a $10,000 benefit 
to one hundred individuals. If matters of horizontal equity 
were not of concern, these two policies would be equivalent 
because each directs $1,000,000 in resources to the target 
group.ey Atkconcern}with horizonal equity suggests the two 
policies cannot be considered equivalent. 

Much evidence in the form of our legal and institutional 
arrangements suggest that horizontal equity is an important 
normative goal in shaping public policy, phon uth s.jreacon, 
questions of horizontal equity will be one of the criteria 


used in the assessment of alternative housing policies. 
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4s 27, Vert Leadergquaity 


Vertical equity refers to the principle,that uneguals 
should be treated differently. The principle of vertical 
equity stated in this form can be regarded as a direct 
corollary of the principle of horizontal equity. Whereas 
horizontal equity was complicated by the need for principles 
of determining who is considered equal, vertical equity 
requires both a ranking of individuals and some principle for 
establishing the appropriate treatment of each rank. 

The concept of vertical equity has its origins from the 
theoryerote tax sition: Like the benefits from government 
Programs, the costs of taxation should be distributed so as 
to maintain vertical equity. In answer to the question, “To 
what extent should discrimination in tax rates among separate 


classes and groups of the population be accepted?" Buchanan 


declares: 


One thing requires Stating at the onset. There are 
no agreed-on or even widely accepted answers to 
these questions. Different experts disagree, even 
Li thie ds" recognieed. aca fia id where expert 
Opinion is better than anyother) © ‘acvhiag haley 
questionable recognition in itself. Nevertheless 
Some decisions must be, and have been, made in 
distributing taxes among separate groups. These 
decisions have not been made on the basis of purely 
expedient considerations. Some “Principles”! hace 
been used, at least in the discussion of alterna- 
Civic: Lak pVog tran soe 102) 


4.3 Income as a Measure of Equity 


The most frequently used measure for estimating redis- 
tributive “effects of aNVe DOADCy ls) acts impact on the 
distribution of current income. Current income, however, is 


only one, possibly an unrepresentative, observation from a 
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pattern of income over a life cycle. The implications of the 


life-cycle of income for assessing horizontal and vertical 
equity must be explored further in order to determine any 
limitations to the use of current income. 

Research on income distribution has shown that income 
and other economic variables of an individual or household 
follow a pattern over the life-cycle.(2) Generally, income 
is low at the beginning of the life-cycle when the individual 
first becomes independent of the family or forms a new house- 
hold. The low income reflects the individual's inexperience 
and relative lack of job market skills. Moreover, individuals 
entering the labour market generally face a greater probabi- 
lity of unemployment than more experienced workers. 

Individuals experience rising incomes with age as they 
become more experienced. After a point, depending on occupa- 
tion, individuals' incomes tend to decline before the indivi- 
duakeneachessretirementol Thexdechine ocetirs*earliest for 
manual workers and latest for managers and professionals. 
Finally, earned income ceases completely at the time of 
retirement while income from investment continues and any 
pension income helps to replace earned income. The typical 
pattern of income over a life-time can be represented by the 
inverted "U" shaped curve shown in Figure 3.l. 

The life-cycle pattern of household income complicates 
the analysis of the income distribution effects of housing 
policyoor, for that*matter, any type of government policy. 
Current income is, at best, an imperfect measure of life- 
cycle income. The? cusercof current tincome?’*as* eather a 


criterion for eligibility for social programs or as a measure 
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Figure 3.1 


Life cycle income 


Income 


20 65 


Age of individual or household 
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of the effects of these policies on income distribution must 
be made with an awareness of the following problems: 
vy Households “a€Phifer' in’ terms’ ot’ thet variayrl Prey or 


their income around their life-cycle patterns, 


ii) at any time, households will be at different stages 
of their liffe-cycles, 


iii) the life-cycle pattern of income differ among 
households. 


The implications of these problems for present purposes will 
now be discussed. 

i) Variability of Income. Household income does not follow 
the life-cycle predictably from year to year. Moreover, the 
deqree to which income follows the Tife=cycic differs among 
individuals and households. Workers in resource industries, 
for example, may suffer fluctuations in income resulting from 
lay-offs in depressed periods on the one hand and gain 
Opportunities for overtime in periods of prosperity. Other 
occupations such as school teachers or clerical workers may 
experience more stable incomes because they are less subject 
to lay-offs. 

A major problem arises with programs that incorporate a 
one-time criterion for eligibility. If incomes were stable, 
initial iqualdficataon according ttosthee intended criteria 
would ensure that the benefits continue to accrue to the 
target™ group “as “intended. "To the extent that incomes are 
variable, the relative position of Varrous* inaLrvidua ls or 
households will change over time. As a result, incidence of 
the benefits, while still identified with the same indivi- 
duals, will no longer correspond with the intended incidence 


6f benefits. 
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11) Different Stages of Life-cycle. Two individuals may have 
different incomes at any time even though they will follow 
identical patterns of life-time income. This difference 
arises because individuals of different agesiewasia not, be wat 
the same stage of their life-cycle. Consider, for example, a 
Starting school teacher and a school teacher with twenty 
years of experience. The income of the older teacher may be 
as much as one and one-half times the income of the beginner. 
Comparisons of Current income might suggest. thaty the 
disparity of income requires some pedis Gri bution... Seid ly 
such redistribution might be revised later when the younger 
teacher is at the peak of earning power and the older teacher 
has retired. This example raises a fundamental question, for 
social spoliey. Should redistribution be directed toward 
individuals and households on the basis of current income or 
their longer term prospects? The approach taken..toward 
social policy clearly depends on the answer Gil Viento by ae 
question. 

iii) Different Life-cycle Patterns. The pattern of Life= 
cycle income varies from individual to individual, largely 
dependent upon their occupation. For example, dactors 
undergo many years of training at low income, following years 
ef high income... jTaxi. drivers, sin contrast, <eamn ai skeadier 
annual income. These differences in life-time patterns can 
make comparisons based on one year misleading, even though 
the individuals compared may be the same age. For example, a 
twenty-two year old taxi driver May earn more than a medical 
Student of the same age. Use of current year income to 


determine social policy may lead to results that ~ana.one 
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really intends. Should income be redistributed from the taxi 
driver to the medical student? 

The last two problems - different stages of the life- 
cycle and different life-cycle patterns - are very pertinent 
for housing policy. How should the target groups for housing 
Howpcy. pe defined? Should housing policy, be directed iat 
households and individuals whose current incomes are low but 
who almost certainly will experience higher than average 
iacomes. through the .rest,of their lives? ~Thisiconcern is 
especially relevant for student housing programs of the 
1960's. One source of disfavour for these programs may have 
been a realization that some young low-income individuals and 
households may be experiencing a low income phase Of sa 
pattern in which they can experience an above-average life- 
time income. 

It may be argued that the introduction of the Ate 
tion between current income and life-time income only 
obscures the problem of eguity in redistribution and that 
redistribution should proceed on the basis of current income. 


Such an argument would make sense if redustrubutions were 


costless. Income could be distributed toward groups expected 
to have high life-time income in their early years and then 
taxed back in their higher income years. Such a process is 
likelseatos De costly, invurea Lity- If the resources available 
for redistribution are limited at any time, the income 
redistributions toward these groups may come at the expense 
of others with lower life-time incomes. [In addition, Lhe 
process of taxing back will impose costs because of the 


distortionary effects of taxation. 
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The problems posed for policy design by the life-cycle 
of income cannot be resolved by analysis alone. The 
questions raised are normative questions that are rarely 
addressed directly, “it is not enougn for policy makers to 
seek to change the distribution of income among individuals 
or households. The intended equity effects of any policy 
should be specified in terms of the intended concept of 
income. 

Determination of the redistributive effects of social 
policies over a longer period ‘than one year requires 
extensive data which is generally unavailable. As a 
consequence, most of the redistributive effects of housing 
policy, cited in this study, are expressed in current income. 
Thus, we cannot distinguish the source of low income between 
temporary or longer run factors. Moreover, these measures 
may not correspond with the redistributive objectives of the 


policy makers. 
4.4 The Interpretation of Equity Effects 


As implied by the name, redistributive policies are 
directed toward changing the distribution of ancome among 
individuals. This distribution can be described in terms of 
the ratio of the income of one individual or group of indivi- 
duals to the income of another. The distribution of income 
is expressed in terms of ratios or Proportions to make 
comparisons possible between places or over time. Little 
meaning is conveyed from the statement that A's income 
exceeds B's by $500 unless the level of income is known. The 
$500 difference could be one per cent or one hundred percent. 


In contrast, the statement that A's income exceeds B's by 
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fifty percent conveys some meaning of the difference. A can 
purchase twice as many goods and services as B can. 

The analysis adopts the three-fold classification used 
for taxes according to whether their impact is proportional, 
less than proportional or more than proportional to income. A 
proportional tax can be considered as a bench mark in that it 
taxes individuals the same proportion of their income at all 
income levels. A program yielding benefits can be classified 
in the same way. A benefit program is classed as propor- 


tional if it supplies benefits to individuals in proportion 


to their income. 

To appreciate why proportional taxes and benefits are 
used as a benchmark, it is useful to consider an alternative 
which focussed, instead, on the absolute tax burden or 
benefits. By that measure, a tax which took S100 Erom a 
household with $1000 income and $101 from another household 
with $2000 income might be judged as redistributing income to 
lower income households. Even though such a tax takes more 
from the household with higher income, it makes the after-tax 
distribution less equal than the before-tax distribution. 
Before taxes, the low income household has half the income of 
the high-income household. Atter taxes, ache, low .9come 
household has $900 income whereas the high income household 
hoes oleoo, or=more than twice the income of the other 
household. 

The use of proportions to describe the income distribu- 
fion leads. directly to the use of proportionality as a 
benchmark for classifying policies. Abate DO LOCYy. OT A 
benefit program which is proportional to income leaves the 


income distribution as expressed in proportions unchanged. A 
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tax which is more than proportional and taxes a smaller 
Proportion at lower levels of income makes the distribution 
of income more equal. Similarly, a benefit which is less 
than proportional and gives a smaller proportional benefit at 
lower levels of income makes the distribution of income less 
equal. 

The Limitations of the proportionality benchmark must be 
Clearly understood. Tt is simply a measure which answers one 
question. Does a program of taxes or expenditures make the 
distribution of income more or less equal after the program 
than before? It does not answer whether the red istribweiyve 
effects of any policy are insufficient or too much. These 
issues reguire normative judgements. 

The proportionality criterion is not the Only one which 
could be applied. For example, policies can be judged 
according to the absolute benefit going to individuals at 
different income levels. A policy could be judged by this 
Criterion as contributing to redistribution On it ee 
Supplied smaller absolute benefits as income level increases, 
The absolute difference criterion would be derived from the 
assumption that the distribution of income is gauged by the 
absolute differences in income among individuals. As seen 
above, this measure would be GLP icuit to compare over 
periods of time in which overall levels of income change. 
Clearly, it would? be a more Stringent test of redistribution 
than the proportionality criterion. Some measures that 
narrow the proportions among incomes of individuals would 
not be identified as having redistributed income from higher 


to lower income groups DVP this, Criterion. 
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Throughout this study, comparisons are generally made on 
the basis of the proportionality criterion because of the 
availability of studies using this measure. The measure also 
has justification from the commonly used measures of income 
distribution. More important, however, is an understanding 
of the purpose of the measure. It*indicates the effects of 
any policy on the distribution of income. It does not judge 


whether these effects were too little or too much. 
255 Equity Effects of Individual. Policies 


In some sense it has little meaning to speak of the 
impact of any single ene policy on the distribucion oer 
income. While some policies are directed primarily at 
changing thetdistributionsof income;wrothers*attect income 
distribution only incidentally in the attainment of other 
Gbjyeetimes: There is; doubt about the wisdom of judging 4a 
policy on its income distribution effects inwisobation. .A 
policy might be justified on the basis of its efficrency in 
attaining some other goal despite its undesirable equity 
effects. For example, expenditure on a special learning 
program for children in one location might enhance the goal 
of universal literacy, even though it serves only children 
whose families reside in major metropolitan areas. Extension 
of the programs to other areas may be prohibitively expen- 
sive. By excluding children who reside in smaller centres, 
the policy is detrimental in terms of horizontal equity. In 
this instance, policy makers may proceed wath nbhisepolicy 
even though they recognize that it Cenihlaredis writihenthe ir 


judgement of horizontal equity. Such a choice may be judged 
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reasonable: in @bight*ofthe Eactt hatithe policy olSsenhy one 


among many which affect the households in different ways. 


5.0 Adequacy of Housing 


The other strand of the affordability objective concerns 
the adequacy of housing occupied by any household as distinct 
from the adequacy of income from which their housing expendi- 
bure- iss smaces The hous ingi qua lavty whe chime ndiimtiens 
distinetly from. the. income distribution elementwrat, Ene 
affordable housing goal. In reviewing the adequacy of 
housing goal, ib is ,usefulseto separate threeistrands of the 
argument: 

lL) that 1tlis desirable that recipients darnstherr 

benefits in the form of housing; 


2) jothabunnekindadtransters 1:0f) hhousingmprovide 
"external" benefits to other parties; and 


3) that housing transfers benefit individuals and 
households with special needs. 


5.1 The Desirability of Housing Benefits 


The housing quality goal depends on the proposition that 
the ;consumptiion of) ‘housing services !differs fromthe 
consumption of Fother dgoods’such as’ food “or tc lothing-anea 
fundamental way. Moreover, the proposition holds that public 
policy should be directed towards ensuring that households 
Can receive an adequate level of housing, regardless of their 
other circumstances. For example, one advocate argues: 

The poorest people among us should live in better 

housing than they are able to afford and that they 


Should be assisted to do so. (Friedman and 
Weinberg, 1982, p. 4) 
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This argument is independent of advocacy for the general 
improvement of the condition of the poor; the poor should be 
assisted by policies to gain better housing. 

This argument for policies to obtain the goal of better 
housing for certain groups in society raises several inter- 
related guestions. It may be argued that such policies can 
be judged as paternalistic to the extent that the poor are 
helped only to the degree that they are willing to respond by 
Improving the quality Of their housing. Accordingly, 
advocates and policy makers presume to judge that the poor 


are incapable of judging their own need for more or better 
guality housing. 

A variant of this argument against paternalism Is fre- 
quently advanced by those who argue thatshouseholds are 
likely to be the best judges of their own well-being. Aaron, 


for example, explains: 


Economists have long held that public provision of 
commodities below cost to households is less 
efficient in improving family welfare than unres-— 
tricted transfers of income. If the government 
were to give a family the cash equivalent of its 
housing subsidy, the family could purchase unsubsi- 
dized housing eguivalent to that provided by the 
government. Normally, a family prefers to spend 
only a part of an unrestricted transfer on any one 
commodity. From the family's standpoint a cash 
transfer would leave them at least as well off as 
would subsidized housing, and usually better ribs 
GEOG 27) pss o= 10) 


Similarly, Schelling argues the same point more forcefully: 


A related touchstone of market economics is the 
idea that most people are better at spending their 
own money than somebody else is at spending it for 
them. Sometimes this is directly elevated into an 
ethical principle: the consumer's right to make his 
own mistakes. But it is usually simply that giving 
a poor family a shopping cart fi. ted trom, the 
shelves of a supermarket is not as good as giving 
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them the money and the cart and letting them do 

their’ Gown shopping. The Idea is that they will get 

more for vour money “it etheve dos tO opend jt. A 

given amount of your money will do more good for 

the family tromthestamit 7s poli teOb evrewo. tite ae 

spent the way they want it) spent (L984, pp. 25-26) 

This criticism, thus; questions. thes justificacion, for deneral 
housing policies in that a family's general wel fare, can.be 
improved more effectively by general income transfers. 

Finally, policies sdirected to vconsimption of noucina. yas 
distinct from general income transfers, also raise questions 
from the perspective of horizontal equity. These policies, 
by their nature, reward households in the target groups which 
either already satisfy the standards for housing or which are 
willing to respond to the policy by improving the quality of 
their housing. In contrast, Households who dcounot meet tne 
housing criterion are excluded from receiving benefits. This 
argument, in its present form without further elaboration, 
conflicts with the principle of horizontal equity: equals are 
not treated equa ly. ~ Horizontal equity weld wecquire tie 
further justification that those who desire greater housing 
should gain greater benefits than those of comparable income. 
In other words, households that prefer housing are more 
deserving than other poor. 

A number of responses can be made against these criti- 
cisms of the housing guality dimension of the affordable 
housing goal. With respect to the paternalistic argument, it 
may be argued that paternalism may be completely defensible, 
in Light of “the fact that snoucehnolds May _CONnSISf ‘of of her 
individuals with different interests than those that actualy 


make the expenditure decisions for the household. In parti- 


cular, a housing policy may ibe directed at ensuring that the 
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children of the poor can be assured of gaining the benefits 
which may accrue from occupying higher quality housing. As 
Aaron (1981) puts the point graphically: 

My guess is that society would willingly incur high 


clsts co Save chitdren from being bitten by rats or 
to spare them from nibbling lead-based paint. (p. 


86 ) 

Still, the limited scope of this argument should be noted: it 
justifies housing policies directed only toward families with 
dependent children. 

AMother variation ‘of this defence for in-kind transfers 
may be based on the information costs of making consumption 
choices. Friedman and Weinberg (1982), for example, argued: 

enilyeit the donor (the public) belrveves that the 

famitiles in cues olny llimenot amaktcom thes strgh it © 
choices (according to the donor's values) should it 
inverrere. in, this sprocess. Ther motivation, fo. 

intervention need not be patronizing, however. A 

poverty household's. "incorrect, choices  coudd 

result from a lack of information or even misinfor- 

WA MON ss CD. 3 0y) 

As stated, however, the argument leaves open the guestion of 
determining which households are well informed and which are 
mots In addition, it does not consider the apparently 
simpler remedy of just supplying information to households to 
help them make better choices. 

The economic argument, with respect to the inefficiency 
of *transters’ in kind, ‘has been faulted for ignoring the 
interests of donors. imo tne wiese Oriricisms Of 
transfers in kind is the suggestion that donors are concerned 
solely with income levels of recipients. Donors may also 


have an interest in the way in which the income transfers are 


wsedeetm this case, the ‘transfer in kind ‘serves to achieve 
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the donor's objectives. Even though transfers in kind may 
not be as beneficial for recipients as would pltre income 
transfers, the overall effect requires a balancing with the 
donor's: inbenest, inthe form of the .transter. 

A more pragmatic argument suggests that it may be naive 
to compare direct income transfers with transfers in kind of 
equal ost. Ativonei devel” tts argquedsthiatutraneters, in 
Kind Can attract greater political support than» qenerar 
income transfers. As Aaron observes: 

Subsidizing commodities permits political alliances 

to develop between advocates of assistance to the 

poor and producers of commodities. (p. 93) 

Thus, the choice is not between equal expenditures on the two 
Cypes Of "programs, for, (the redistribution, mighpyneo oe 
forthcoming 1£ it were restricted to just unrestricted. cash 
transfers. Rather, greater appeal of transfers in kind means 
that the overall well-being of the poor can be improved to a 
greater extent by a patchwork of specific transfers than by a 
program of income support... Moreover, it could be added that 


while each program may favour various lower income groups on 


the basis \ot_ cri teria other than, need alone? the fovea 
income distribution effects of such an approach, given the 
prospect of greater support, may also be more favourable than 
a policy of general income support. 

Theysame arqumenty ina different guise cautions ithak, 
while replacement of in-kind transfers by general programs 
may be a laudable long-term goal, one consequence of its 
adoption could be the curtailment of Specific programs such 
as housing without a parallel strengthening of other programs 


for 7vredcistribution. In other words, the choice is between a 
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functioning and imperfect program of in-kind transfers and no 


more than the prospect of a superior program of general 


income transfers. 
Se-2 The Externality Argument 


Externalities of consumption form the basis of the 
second argument in favour of in-kind transfers of housing 
services. The term "externality" is used by economists to 
refer to effects of one person's actions on the well-being of 
others. The most common use of the term refers to pollution 
and the environment. The wastes from production of wood pulp 
can ruin the environment for cottagers. AS= appined ato 
housing, this argument suggests that one household's.choice 
of standard of housing affects the quality of housing which 
can be achieved by others. In particular, the guality of any 
household's housing depends critically on the nature of the 
neighbourhood in which it lives. As Aaron ODo72 je pucs tne 
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Another commodity the occupant of a residence 


purchases is neighbours. Their behaviour and 
appearance affect the price prospective occupants 
are willing to pay for housing... Theuintel li= 


gence, honesty, and other Sttribpimces Of, pb Ls 
Weignpourstdireectly eriect a homeowner's welfare 
snd influence the value of his housing. For 
example, academic achievement depends Signa faicantiy 
on the socioeconomic status of fellow students... 
The residents of poor neighbourhoods are victims of 
high prices, inferior merchandise, high interest 
rates, and aggressive and deceptive sales 
practices... Another social cost that varies by 
neighbourhood is probability of crime. CTIT2) pekG) 


Thus, measures which assist any household to improve the 
quality of its housing has a spill-over effect on the well- 


being of others. 
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The externality argument supplies: avjustification for 
only limited types of housing programs. Housing assistance 
would be directed to households according to the effects that 
their current housing has upon others. Assistance would not 
be determined by the income of the recipient, except to the 
extent that externalities are judged to be greater from the 
housing of the poor. The assistance for this purpose would 
not be ~offered-to households) most jtypicall ly, rure leaasbose 
poor quality housing does not have any effect on others. 
Finally, the assistance would have to, incorporate sirmict 


requirements which dictate improvement of the characteristics 


which imposed costs on neighbours and others. 
5-3 Special Needs 


A final dimension of affordability and housing involves 
the provision of housing to particular groups with Special 
needs for housing such as the elderly or the handicapped. 
The Association of Municipalities of Ontario (AMO) explicitly 
recognizes this dimension, stating: 


The DuDLiCe Sector Ss role Should be one where 
funding is directed to meeting certain service 


objectives including providing for low and moderate 

housing needs and for groups with special needs. 

CI O82 Ose vn 
This dimension of housing policy recognizes that these groups 
have housing needs which go beyond the question of affordabi- 
lity. The handicapped may require housing which has been 
specifically designed to enable them to live as independently 
as possible. For example, an individual in a wheelchair can 
live independently better in an apartment when cookimas; 


laundry and other facilities reflect the tenant's use of the 
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wheelchair. Similarly, the elderly may be better served by 
housing which gives them access to common eating, 
recreational or health care facilities when they need or 
desire them. 

Although this special needs argument for the supply of 
housing may be justified on the grounds of paternalism 
discussed earlier, a justification for the supply of housing 
for these special groups may be offered which is separate 
from the other arguments reviewed so far. It may be argued, 
especially for the handicapped, that their special needs for 
housinow are «so, individualistic. that. thescosts ,ofyned yingnon 
the private market would create such large information and 
transactions costs that handicapped people would bear 
unreasonable costs in finding suitable housing. In. effect, 
the special needs argument for housing policy can be viewed 
as an extension of a general form of social insurance by 
which people are insured, not just for inadequacy of income, 
but for circumstances which make the costs of everyday 14 veLng 
greater. 

This explanation remains incomplete to the extent hate 
in wits .present.s.form,.it. appears OnbYptOs dustry eqreater 
income transfers than provision of housing in kind. A 
further step to the argument would have to be that housing 
programs can overcome these greater costs to special groups 
more efficiently than the provision of Latoer.sncome 
transfers, with the beneficiaries undertaking the search for 
and acquisition of appropriate housing. In other words, 
there are economies of scale through performing this function 
collectively. Whether this argument is correct or not is an 


empirical matter. Regardless, however, the supply of housing 
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to individuals with special needs appears to be an accepted 
value of many of those associated with housing policy and, as 
a consequence, will be among the criteria used to evaluate 
housing policy from the perspective of affordability and 


housing. 


5.4 What Is Special About Housing? 


The reasoning behind the housing quality argument 
appears generally less straightforward than that behind the 
adeguacy of income argument. Despite all the arguments and 
counter arguments, the question remains: why should housing 
be treated differently than other necessities such as food 
and -c lothing ? Most’ ons the’ ’reasons bead’ to” addtional 
problems when pursued further. The argument that donors 
prefer to give housing and the argument that greater 
potential “support “exists for” redistrvbution cnrougn Nousiing 
lack demonstration. How do we know that the presence of many 
specific transfer programs is not an obstacle to programs of 
general income support? Might not the public be more willing 
to improve the adequacy of incomes to a greater degree 
directly? The externality argument raises different problems 
OL LES VOWK. Te turns housing policy into “neigqnbourniocod 
pol Trey, The tie between low income and housing support 
becomes tenuous. Housing "policy ‘should’ be’ directed=* toa 
alleviating types of housing which impose costs on others. 
This approach makes it very difficult, for example, to argue 
for support for rural housing. Nevertheless, the importance 
of this goal to many means we must consider how to evaluate 


Us 
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5.5 The Interpretation of Housing Adequacy 


Different standards can be applied for measuring the 
performance, depending on how the adequacy goal is defined. 
On the one hand, the housing goal can be defined in terms of 
the elimination of housing that fails to meet certain cri- 
teria of quality as measured by the physical characteristics 
Greine Gwe ling. “By “this criterion; the “success “Of “a "policy 
is judged by its effects in decreasing the number of house- 
holds in substandard dwellings. Less important Us any 
increase in the quantity or quality of housing which does not 
Serer tie proportion" of *nousing whieh falls to omeet the 
standard. On the other hand, the success of a housing policy 
can be judged by some measures of the overall guality and 
quantity of housing occupied by the target groups of the 
policy. These measures may be either physical measures or 
measures of expenditure. 

While the judgement of the success of a policy directed 
toward the adequacy of housing may appear easier, some 
problems should be noted regarding the evaluation of policies 
from this perspective: 

1) conventional measures of affordability which relate 
rental payments to income may give a distorted view of the 
effects of a ‘policy, 

2) increased expenditure on housing need not indicate any 
improvement in quality of housing, 

3) “the “total Gffects of a program on the stock of housing 
fay differ trom the number “of units produced under “the 


program. 
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1) Measures of Affordability. 

Frequently, the affordability of housing is measured by 
some ratio of rental expenditures or other housing costs to 
total household income. “ft. Is possible), nowever, for. 
housing policy to enable target households to spend more on 
housing and have more left over for other things, even though 
the ratio of housing expenditures to income increases. 
Consider the following example. Prior to participating in a 
housing program, a household has an income of $5000 per year 
and spends $1500 per year on housing. Assume that a housing 
allowance provides the household with $1000 more per year and 
the household responds by spending $500 more on housing. As 
a consequence of the housing allowance, the household spends 
0.33 Of tts ancome (2000 of. 6000) compared tothe 0.3 of see 
income that it spent before the program. Nevertheless, the 
program enabled the household to spend $500 more on housing 
and have $500 more to spend on other goods after the program. 
The, ratio of housing expenditures to income will increase, 
indicating at a superficial level a decreased affordability, 
whenever households choose to spend a greater proportion of 
additional income than the proportion that they spent out of 
their original income. This’ problem can be jovercome by 
avolding undue artention to such ratios. and by direct mic 
attention, instead, on expenditures on housing and other 
goods. 

Zi) The Effects of Housing Expenditures. 

Considering only the direct effects, greater expenditure 

on housing by target groups is only a Starting peintatoour ve 


analysis. It must be asked whether the greater expenditure 
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rerlects a greater quantity, better quality or just Higher 
rent for essentially the same levels of housing. 
3) The Total Effects on the Stock of Housing. 

ime number” or housing units made available under 4 
Supply program might be used as an indicator of a program's 
effects. Yet, such a measure fails to account for the possi- 
bility that the housing units would have been built anyway or 
that the building of the units under the program displaced 
other housing units that would have been built in the absence 
of the program. An appropriate measure for determining the 
impact of .a housing program on the Stock of “affordable 
housing requires a comparison of the housing stock resulting 
from the program with what the stock would have been in the 


absence of the program. 
6.0 Incidence of Cost 


The discussion of the redistributive effects of policy 
has focussed so far only on the proximate beneficiaries of 
the programs. Another factor to keep in mind are the costs 
incurred to generate the benefits from the program. The 
analysis of the incidence of the costs of programs parallels 
that of the benefits. Programs can be judged in terms of the 
effects of their costs on horizontal and vertical equity. 

A basic distinction was made in Chapter 2 between 
budgetary and non-budgetary policies. Generally, the costs 
of budgetary policies are quite evident. Government must 
raise revenues in order to support its expenditures. Less 
obvious is the fact that granting subsidies through the tax 
system must also be financed through increased taxation 


elsewhere. It is too seldom appreciated that non-budgetary 
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policies also have costs. In “fact. Chis. Siti Caricy pase 
to the, phrase “taxation sbys regu lataontl ato) ¢@esanibes the 
effects of non-budgetary policy. Like government expendi- 
tures, regulation delivers benefits to one group, imposes 
costs on another group and creates a deadweight loss in terms 
of Sconomic efficiency. DLis dit ticwmlt.tondet ermanaabuee 
it is unlikely that all these effects correspond,to any 
principles of vertical or horizontal eguity. The common 
characteristic of those paying fon the. benefits is -thear 
participation in the regulated activity. In terms of horizon- 


tal equity, they may differ with respect to income, wealth, 


age .and any other relevant characteristics. From the 
Standpoint of vertical equity, the burden of the costs may be 
totally unrelated) to wbility, to pay. 

The costs of programs requiring government expenditures 
will be distributed according to the incidence of the tax 
system. The .de@sirabiliuey of this distribution, of-.cocahs 
depends on the degree of equity which is inherent in the tax 
System. The impact of the introduction of any new program 


depends on the sum of the distributional effects of the taxes 


required. £0. finance, it. 

An awareness that the distributional effects of programs 
depends on the distribution of both the costs and benefits is 
important for assessing the same policy when carried out by 
different levels of government. The program may have 
drastically different distributional effects because of the 
different sources of revenue of different governments. 
Federal and provincial governments both have a wide range of 
revenue sources, including personal and corporate income 


taxes and sales taxes. In contrast, municipal governments 
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are greatly dependent on property taxes. The distributional 
effects of any policy can also be altered if implemented at 
either the provincial or municipal level by transfers from 
other levels of government. 

The Aistributidon..of-cost.coriterronshasseemivebeen 
mentioned here but cannot be followed in the remainder of the 
study. Any budgetary program could be financed in many 
different ways. The topic has been raised to stress that the 
gaistribution effects of any policy depend on botiggene 
distribution of both the benefits and the costs of the 


programs. 
7eue Pprrectiveness’ for Cost 


The impact of different policies on the adequacy of 
income or on the adequacy of housing provides one measure of 
the policy's effectiveness. Yet, this measure is4 incomplete 
in the absence of the costs incurred to achieve that result. 
Effectiveness for cost provides an additional criterion for 
assessing the way in which a policy influences adequacy of 
income and adequacy of housing. 

The purpose of the effectiveness of cost eriterion is to 
identify factors which prevent a program from .realizging: its 
objectives at least cost. The difference in concept between 
adequacy of income and adequacy of housing objectives means 
that different guestions must be asked from the perspective 
of each objective. 

The basic guestion from the adequacy of income viewpoint 
concerns the improvement in the weld =beingeofmthe target 
groups resulting from program expenditures. Two guestions 


are particularly relevant: 
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1), What proportion ofthe sbenefiitss on to lehe target 
groups? 


2) How much do the target households value the benefit 

from the program? 

The first question of the benefits flowing to the target 
groups isiessentially“a mattér-of spill t-overs: “"A housing 
program that is designed to ensure most of the benefits go to 
the target group can be considered more cost efficient than 
one which has a major portion of the benefits going to other 
groups. 

The second question, the evaluation of the benefits of a 
program, is more complicated. In many housing programs, the 
consumption of housing meeting some standard of quality or 
percentage of income must be Satisfied to be eligipnle jor 
benefits. Alternatively, the housing benefits may be gained 
direct Dy Vint wd’ through ‘a “publi cl!hotisang program. The 
nature of the housing supplied may not SGOELTCSDONG Los ene 
housing that would have been chosen by the household in 
making the same expenditure. Thus such housing does not 
contribute to household well-being on a dollar for dollar 
basis commensurate with its cost or even its market prlLee. 
Rather, this housing expenditure must be valued on the basis 
of the household's evaluation of the housing services.(3) 
Expenditures on any administrative mechanism required to 
assure the use of benefits for housing would be a pure waste 
from this perspective. 

An entirely -different perspective is réquired. £60 
assessment of the housing adequacy dimension. This issue can 


also be distilled into these questions: 
1) How much of the benefits are spent on housing? 
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hp aig | what extent does the additional expenditure lead 

to additional housing? 

The significance of the first question is straightfor- 
ward. The adequacy of housing goal is concerned solely with 
the housing occupied by the target households. Failure of 
target households to spend their allowances on housing 
reflects an inefficiency of the program, increasing the cost 
relative to the increased housing services gained. 

A more difficult question arises with respect to the 
interpretation of the housing services produced under the 
program. To what extent are these housing services net 
additions? This question can be interpreted in two senses. 
First, to what extent have the gains of target groups come at 
the expense of the quality of housing consumed by other 
groups. In this case, it must be determined whether the 
housing program affected ‘the’ rents?or avai ftabuvity of Nousing 
to other groups of households. Second, to what extent would 
the housing attributed to the program have been created in 
its absence? To the extent some of the housing would have 
been available anyway, the costs of the program — housing 
costs above the cost of alternatives plus administrative 
costs - should be attributable only to the net additions to 


housing created by the program. 


8.0 Rent Gouging 


Stanbury (1984a) suggests that: 


The most freguent and apparently most powerful 
argument used by the advocates of some formof rent 
control in Ontario in 1975 was that controls were 
necessary to prevent the "gouging" of tenants or to 
prevent “unconscionable" increases in rents. (p. 2, 
3) 
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Despite the importance “of this “objecta ve tomhovsing 
advocates, unfortunately, there is no unanimity as to what it 
means. Stanbury (1984a) identifies a number of possible 
meanings: 
Concept 1: Gouging may be defined as setting a 
monthly rent above the prevailing market rent for 
comparable units. 
CONCEpE: ssethis concept “of douging concerns: the 
relationship between rent increases and the land- 


lord's increases in costs and/or rate of return. 


Concepts This, concept -of “gouging” 1s" basedaen 
the repudiation of widely held expectations. 


Concept 4: Gouging may be perceived in the case of 
rental increases which amount to a form of "catch 


Ua. 

Concept )o:) The) percepcion of “qougindg. ~may (be 

red ated sto tthergspeedyok adjustmentistose economic 

change. 

Concept. Ibwappeargsmntort differ, in ekiind eivom athe one: 
concepts of "gouging" examined by Stanbury. Concept 1 can be 
viewed as a static "gouging" argument in that it is concerned 
with comparative levels of rent at any given time. In 
contrast), each, of the -other, concepts» ofsgotiging refer! tos the 
change of level of rent relative to some standard: landlords! 
costs, expectations and speed of change. 

In his .analysis,of the.objectives of rent regulation, 
Stanbury emphasizes Concept 2: the relationship between rent 
increases and changes in landlords’ costs. * Though *not Tden= 
Cical’ to Convepts 3,4 andeo,1t docs appear to capture the 
same types of concern in that*they ali may ‘seem*re lated to 
some concept of fairness.(4) This overt emphasis on change 
is quite appropriate, given the introduction of controls 


during the period of increasing inflation during the 1970's. 


bide 6 


In a more stable environment, the concerns with respect 


to housing policy extend beyond changes in rent to the 
patterns of rent levels. Greater emphasis would thus be 
placed on any landlord setting rents above prevailing market 
rates to take advantage of ignorance on the part of tenants 
or some source of tenant immobility. 

The "gouging" issue has been shown to cover both static 
and dynamic arguments. Both appear to be concerns of housing 
advocates. As mentioned above, however, the policies 
reviewed here can be considered as long-term policies which 
would have only limited impact on short-run or dynamic 
adjustment problems. Thus, for the purposes of this study, 
attention is directed toward the static concept of gouging 
(Concepts |)). 

The weighting that should be attached to the prevention 
Of rent gouging in the formulation of housitndwpolwcy. +s 
difficult to determine. As already mentioned, the definition 
of the term itself is unclear in that several different 
meanings are attached to the phrase. Even if agreement were 
reached as to the concept, a further guestion needs to be 
asked about the prevalence of rent gouging andasavOUtert re 
ability of tenants to escape its consequences. Normally 
market pressures could be expected to Timit..the possibilities 
of rent gouging. Nevertheless, certain groups, in particular 
the elderly, may be poorly informed or may have to bear 
substantial economic and psychic costs in moving. These 
groups may be prone to facing what the public would view as 
unconscionable rents. This possibility should not be 
confused with reality. Before much emphasis is placed on, the 


prevention of rent gouging as an objective of housing policy, 
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some indication of the dimension of the problem would be 
desirable. It could indicate both the need for this emphasis 
and the appropriate approaches to be used to overcome the 


problem. 


9.0 Security Of Tenure 


The security of tenure issue embodies direct conflict 
between the interests of tenants and landlords. Makuch and 
Weinrib (1985) distinguish the economic and psychological 
aspects of security of tenure from the tenant's viewpoint. 
Security of tenure in an economic sense refers to the problem 
of affordability whereas, security of tenure in a psychologi- 
cal sense is intended "to ensure that the tenant has security 
of tenure simipar tottihat of ae purchaser of a ihome” (Makuch 
and Weinrib, 1984, p. 2). Security of tenure conflicts with 
provisions that: 

Enable landlords to regain their premises for their 

personal use or for redevelopment, to protect the 

guiet enjoyment of the premises of other tenants, 

to deal with damage by tenants beyond regular wear 

andestearivand wovlprevent tenants: from Wael left 1 day 

mistepresenting the premises to prospective 

purchasers. (Makuch and Weinrib, 1984, p. 2) 

The security of tenure criterion overlaps to a dedqree 
with other criteria proposed for the purposes of this Study. 
Security of tenure in the economic sense can be considered 
the equivalent of the criterion of affordability of housing 
developed above and will be treated in that context. The 
relationship between the psychological aspect Of securiey ror 
tenure and the landlord's prerogatives will be discussed 
wherever it can be identified that a housing policy impinges 


upon that relationship. 


Log 


10.0: ! Economic Ecficiency 


The economic efficiency criterion for assessing housing 
policy refers to any effects the policy may have in directing 
resources toward or diverting resources away from their 
highest valued use. Two possible sources of inefficiency 
which which result from changes in housing policy are 
Peomene>o if, this study. ‘The first source consists Of any 
change in information or transactions costs whereas, the 
second consists of any change in the incentives to use 


housing and other resources efficiently. 
10.1 Information and Transactions Costs 


The operation of the market mechanism is not costless 
for buyers and sellers. In some markets, such as the stock 
market, market professionals create formal market institu- 
tions and charge other participants for their use. Even 
here, the explicit costs for using the market facilities may 
bevonly a fraction of the costs to Duyers and sellers from 
using the market. They must also bear the costs of gaining 
information about market conditions and the costs of reaching 
and enforcing transactions with others. In most markets, a 
formal market mechanism does not exist and the costs to 
buyers and sellers from using the market are less likely to 
be explicit but can be measured in terms of their time and 
effort of the participants themselves. 

Informational costs are an important element of the 
costs of participating in rental housing markets. Both 
tenants and- landlords have an interest in informing 


themselves of the market opportunities available to them. 


153 


They value information because uninformed decisions can lead 
to costly mistakes. An uninformed tenant faces the risk of 
being locked into a lease for an unsuitable dwelling or 
having to bear the cost "of an extra nove. Similarly, 
landlords may be forced to suffer excessive vacancies from 
being uninformed. Still neither landlords nor tenants will 
seek to become perfectly informed; acceptance of some risk of 
making a mistake may be cheaper than the acquisition of 
complete information. 

puvers and “sel lers also-incur costs: directly an ene 
process of carrying out transactions in any market. These 
range from (the ».xpd icat soayvmen ts smademd onan legal 
assistance in formulating the terms of a contract through the 
need to keep records for taxation and other regulatory 
purposes, to the expense of monitoring the performance of the 
other party and settling disputes which arise between the 
transacting parties. 

Markets differ substantially with repect to the informa- 
tion and transaction costs which must be borne by buyers and 
sellers, according, to the nature of the commodity transacted 
and other special considerations. Some markets can operate 
very Simply with little expense to the buyer and seller. Low 
transaction costs are more likely, the more homogeneous and 
simple is the commodity, the more clearly there are repeated 
transactions between any buyer and seller, and the more 
likely the dealing consists of a spot transaction which does 
not involve further commitments on the part of either party. 

Government policies can influence the costs of uSing the 
market in a number of ways. Some government policies are 


directed toward making it easier for market participants 
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either to gain information or to carry out transactions. 


Sometimes, these policies may achieve the objectives by 
coordinating producers so as to supply similar comparative 
information to purchasers. Still, these policies require the 
Droaucers tO incur additional costs to conform to the govern= 
ment regulations. Whether the benefits of such a policy 
outweigh the costs cannot be determined without a case by 
case analysis. 

Government policies directed to other purposes can also 
influence the costs of market transactions as a side effect. 
The government's monopoly of the control of Tiquor sales, for 
example, has the direct effect of faising, prices to the 
consumer. But, it also has several indirect effects. ghee 
leads to standardized prices, which presumably reduce the 
Sesrs ot transacting. In* contrast, a smaller number of 
outlets increases the cost to the consumer in terms of the 
time and effort required to make purchases. 

Rental housing has many characteristics which suggest 
information and transactions costs are likely to be signifi- 
cant. Hulchanski (1984) observes that each dwelling differs 
with respect to age, size, state of repair, amenities, 
quality and location. Stanbury (1984a) enumerates the 


transactions costs of landlords and tenants: 


tenants landlords 

- outlays for information - advertising costs 
- opportunity cost of search - rental agency costs 

time and travel costs - vacancy costs (revenue lost) 
- moving costs - risk of bad tenants (damage, 
- re-decoration outlays non-payment of rents, noise) 
- psychological and - cleaning and decoration 

economic costs and costs 


disruption and altering 
patterns of travel, 
shopping, etc. 


Lie pe. 


The significance for present purposes of the information 
and transactions costs in the rental housing market is not 
that they are high or low. Rather, their significance arises 
because they are capable of being influenced by government 
policies directed toward the housing market. Thus, policies 
which increase information and transactions costs cause more 
resources to bey daverted to the purpose of ‘transacting and 
away from other uses which contribute more to the public's 


well-being. 
MO. 2°ELfEreiency Sf -Housing Use 


A final aspect of economic efficiency is the efficiency 
with which the housing stock is used. Crucial to this issue 
is the question of consumer choice. Does the housing program 
permit households to make whatever choice of housing that 
best satisfies their needs and is Consistent’ withn their 
resources? 

The question of choice is important in a number of wayS. 
Choice for consumers can be viewed as an inherent virtue in 
itself. Those things chosen by consumers on their own are 
likely to be valued more highly than an arbitrary selection 
made by others. The choices by individuals reflect their 
preferences.in face tof a spending constraint “whereasaran 
allocation by others can reflect, at best, their judgement of 
the preferences. 

Choice is also important from the Stand pownt totic 
efficiency of housing use. Different households do not value 
all *dinensionsiof housing equally. Does the amount and 
quality of housing itetener household's needs, oremuste the 


household suffer with respect to the inappropriateness of 
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some dimension of households to meet its need on other 
dimensions? Does the program give a choice to the household 
between size and quality? Does the household have a choice of 
Focativon’ or is it const¥fained to choice among “just,’a “few 
locations. 

The matter of choice becomes more important over time. A 
program may permit a household, initially, to obtain housing 
that fits its needs. But over time, as a household's housing 
needs change as the household ages, grows or shrinks in size, 
experiences different levels of income or as its desired 
locale changes as its employment opportunities change, the 
scope for flexibility becomes important. What sorts of 
incentives does the program offer to households to change the 
nature of its housing within the program without excessive 
cost. The significance of this issue extends beyond the 
household in question. A household which is constrained to 
eecupy. hollsing! that’ Ws ounswitable® toy.its needs may be 
preventing other households whose needs correspond to this 


housing from occupying it. 
10.3 General Economic Efficiency 


A final and important dimension of economic efficiency 
arises with respect to the role of relative prices in 
allocating resources to their highest valued uses. [In the 
absence of distortions, prices reflect the value of resources 
in their alternative uses. The willingness of any user to 
pay the prevailing price reflects the user's valuation of the 
resource that at least equals the valuations placed by others 


on the resource. This conclusion applies to all economic 
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resources: the services of housing or productive inputs such 
as labour and capital. 

Any housing policy necessarily alters relative prices 
and the allocation of resources. The manner in which they do 
it differs from policy to polreyn" Rent regu vationgabtects 
prices directly by setting limits on allowable rents. Other 
policies jalter —pricéeseby) changing psupply Migectiy teuaby 
encouraging or assisting private demanders and suppliers. 
The way or degree to which prices are affected by housing 
policy determines the degree to which economic efficiency is 


affected by housing) pol icy.. 


11.0 Diversity and Balance in Communities 


Another, factors that ineeds to, béstakenhintovaccounmtiman 
this fstudy arises inae? numberof different wtorme aan 
discussions,of housing policy... General ly, thisncriterionwecan 
be referred to as “diversity and balance in communities." 
More specific meanings of the criterion depend on the scope 
of the relevant community. 

This criterion, as will be seen in Chapter 6, played a 
major role of the critique of public housing, which occurred 
inmthe) jeanly, (hoj70s. 1 Publicahousing: hadtthe disadvantage 
that )1t/folacked jtheb diversity yfound in” othemmeighbourheodst 
From -thisréviewpoint, publics thousing. waster i tbicdeeds AG 
creating ghettos of low income housing. 

More recently, a different meaning has been identified 
with sthedgenerad .goadofsdi versity: As Stanbury.(198 4b) 
notes, the Planning and Development Department of the Crh yor 


Toronto states: 
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The Guty's,chief housing objective is to maintain 

the-diversity of its. social fabric. (1982, p« #27) 
This: statement, in apparently placing diversity above 
adequacy of income and adquacy of housing, shows how 
seriously this concern is held. 

In many ways, these two dimensions of diversity appear 
similar. Stanbury (1984b) points out that the Central Area 


Plan of 1976 includes among its objectives: 


Anam: eof 


- households by size and type (families with 
children, singles, etc.) 


- households by size of income (low and moderate 
incomes as well as the affluent). (p. 1) 
Bac iofveathesemappears stogbes wholilyweiconsistent with the 
earlier concept of diversity. 

The scope permitted for household choice should be an 
important determinant of the ability to gain diversity. The 
ability of recipients to make choices permits an opportunity 
for diversity within and among neighbourhoods. Housing 
programs vary with respect to the degree of choice offered to 
recipients relative to other renters. When recipients have 
the same choices as others, some may choose ethnic 
neighbourhoods, some may choose integrated neighbourhoods. A 
diverse variety within and among neighbourhoods isi Likely to 
develop when all renters, whether recipients or not, are 
given the fullest range of choice to use their available 


ECSOUGBCEeS. 
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12.0 Administrative Efficiency 


Administrative efficiency refers to the costs involved 
in running the government mechanism required to administer 
a government’. program. These ‘costs are’ ‘the counterpart’ inv tne 
government sector of the transactions costs of operating a 
market which were discussed under economic efficiency. They 
include: both the direct! costsi to thelgovernment ci tseaUn tin 
establishing a bureaucracy to administer the rules and 
procedures of *the program and the indirect costs which must 
be borne by the public in responding to the program. 

The central question with: respectto the direéet costs 
concerns the administrative apparatus. What sorts of admin- 
istrative mechanisms are reguired to operate the program? 
Must eligibility and level of support be determined on a case 
by case basis? Must there be a rationing mechanism? Must 
decisions be made about the characteristics and location of 
housing? Is government involved in the planning, construction 
and maintenance of rental housing? Must housing standards be 
verified? Are adjudication procedures necessary for resolving 
disputes’? eTaking!) theses considerations intor account 


Trebi leock Vetoals " (1982) secon jecture: 


That the relative administrative costs of the 


principl se forms Jol yvexpendi ture ymight sroughyr pe 
ranked in ascending order as follows: 


- demogrants (e.g., OAS, Family Allowances); 

- income-tested transfer payments to individuals 
(e.d.p Glos 

- compulsory pension plans (e.g., CPP)-+ 

- tax expenditures for individuals and businesses; 

- subsidies to businesses, including subsidized 
loans; 

- compulsory insurance programs (e.g, UIC): 

~ righ ly -discretvondry, qrants to business Ge... 
Cilter eRe “Dict amks Of TREC rand. the "new woo 
creation" grants by DREE); 
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- highly conditional welfare payments to indivi- 
duals and families (e.g., CAP); and 


- provisions of public services (e.g., defence. 
hospitals, schools and roads). (p. 62) 


AVcorresponding list could be developed for housing. 
Unconstrained housing allowances would be at the top whereas, 
public housing would probably be at the bottom. 


Nevertheless, Trebilcock et al. (1982) suggest that: 


The administrative costs are such a small propor- 
tion of the total expenditures that, like taxes, it 
isSiiterycult to imagine a decision to adopt a 
particular form of expenditure being influenced by 
ee Ge manioe cost minimization considerations. 
ips 6 1) 


While this argument may be correct as far as it goes, 
Trebilcock et al. go on to say that administrative costs 
within government are paralleled by costs borne by market 
participants in complying with the government program. Costs 
of compliance can easily outweigh the administrative costs to 
government. These costs are likely to rise pari passu with 
the administrative costs within the government (Trebilcock 


et al., 1982, p. 62). Trebilock et al. survey the range of 


requirements: 


Filling in one form and supplying a copy of a birth 
certificate is all that is reguired for OAS payment 
entitlements. On the other hand, applicants for 
industrial grants usually have to spend much time, 
energy and money in supplying the required informa- 
tion and in assembling a persuasive written 
argument. Obviously mothers' allowances, roo 
example, are probably even more onerous relative to 
the amounts obtained: frequent interviews, inspec- 
tions, forms and so on. Hosts of professional and 
not so professional social service workers and 
administrators are involved in "helping" the 
putative beneficiaries. (p. 62) 
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Despite their discussion of the costs of compliance and its 
association with administrative costs, Trebilcock et al. 
argue that "it seems most unlikely that the minimization of 
these costs have had much bearing on the choice of forms of 
expenditure. op. ..635). 

A further dimension of administrative efficiency beyond 
those, considered jbygsTrebi licock citi nals thatssshoudid be 
explored 1s the flexibility of ‘the “housing program) to 
changing conditions. To what extent can adjustments be made 
to changing needs for policy within the framework of an 
existing program? How costly are modifications to a program 
if adjustments cannot be accommodated within its current 
format? The costs discussed here go beyond the explicit 
administrative costs of the program, to the costs incurred 
with respect to the goals of housing policy resulting from 
the persistence of inappropriate policies. 

The disturbances to which any housing policy must adapt 
can be grouped into real and nominal disturbances. Real 
disturbances are those that change the demand for housing 
accommodation and can result from demographic change such as 
the formation of new households or immigration from other 
regions or countries or from increased expenditures on 
housing resulting from generally higher incomes. Nominal 
disturbances usually reflect generally higher prices which 
raise rents along with other prices but do not represent any 
increased real demand for rental housing. 

The responses to each of these types of disturbances 
Should be entirely different. The real disturbance causes a 
change in the real demand for housing. While the end. result 


may consist of both greater housing consumption and higher 


162 


rents, a housing program should permit a response by which 
the quantity of housing can increase in those areas where the 
increased demand has occurred. In contrast, while the 
nominal disturbance changes the affordability of housing, by 
itself, it need not always require a greater quantity of 
housing. Rather, the problem becomes one of assuring the 


continuing affordability of existing housing to the target 


groups. 


13-0 greasipility 


A final factor which must be taken into account is the 
fact that many policy proposals which have the utopian appeal 
Of Satisfying the criteria discussed above still do not 
become implemented because they fail to take into account the 
practical considerations of the real world. The feasibility 
criterion examines the important step of moving from theory 
to!practice.(5) “itn doing so} it considers some of the major 
problems likely to be encountered in the implementation of 


any program. 
13.1 Level of Government 


Public policy in Canada must take into account the roles 
of different levels of governments and the need for 
coordination among them, factors which would not be relevant 
to policy design in a unitary state. The design of ‘policy 
should reflect the choice of that level of government which 
is most appropriate for the policy in question and also-the 
design of mechanisms which keep the costs of coordination 


among governments at a minimum. 
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For some tasks, local governments may be more suitable 
than either the federal or provincial governments. Local 
governments appear to have one important advantage relative 
to higher levels of government. They are in a position to 
have a more intimate knowledge of local needs and problems. 
A local government which has planned a housing program of its 
own would be more willing to alter zoning or other building 
requirements where appropriate and give speedy approval for 
its own program than for an identical program put forward by 
another level of government. Such an action need not be a 
reflection of any bias; there may be inherent economies in 
planning ‘and approving.any project at the same, bevel-o& 
government. 

Policy proposals also differ with respect to the degree 
of cooperation required between levels of government. 
Different levels of government have been assigned different 
powers by law. If the appropriate powers are not within the 
scope of the government desiring the change in policy, it 
must either negotiate with the other government to undertake 


the program itself or alternatively, proceed with the policy 


at the risk of confrontation with the other government. This 
latter alternative may be blocked if it is found to be beyond 
the limits of provincial powers. 

The questions of appropriate level of government and the 
need for cooperation among governments has special relevance 
for this study... The Commission of Inquiry. into Residential 
Tenancies is a provincially created body. In: mak itTigiaes 
recommendations, the Commission must be fully aware of the 
political environment in which it operates. How much scope 


does the provincial government have to make different 
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changes? Are the best policies in other dimensions outside 


its powers? The Commission must also consider the need for 
cooperation with other levels of government, in order to 


achieve its goals. The considerations may change substan- 


tially in the near future. The Globe and Mail (July 15, 


1985) reports: 


The federal Government apparently is poised to 
transfer the bulk of its social housing programs to 
Dio rime lL. COntrol «a. Each province and territory 
is to negotiate its own housing agreement with the 
federal agency, Canada Mortgage and Housing 
GOrpoOracion, changing ‘the ~-approacn “from one 
national policy and set of programs to a patchwork 
system varying from province to province. 


13.2 Problems of Different Communities 


Policy choices are frequently discussed in the context 
of stereotype constituencies. Such stereotypes may reflect 
accurately the dimensions of a typical or the most numerous 
types of community. In reality, a policy should be designed 
to accommodate the needs of a wide range of communities. 
Housing policy for Ontario must be adaptable both to the 
needs of urban Toronto and the smallest communities of the 
far north. It must be able to reflect wide differences in 
rental market conditions. For example, in April 1980, the 
vacancy rate for apartment structures of Sim Units and” over 
ranged from 1.0 per cent in Thunder Bay tor 5.5 "per “cent 2h 
London (Stanbury and Vvertinsky, 1985). Realistically, any 
policy is unlikely to meet these needs simultaneously and 
some choice may have to be made across the interests. Some 
approaches to housing policy may be readily adaptable to the 
needs of different communities. In some cases, however, the 


superiority of an approach for one setting may dictate its 


165 


use even though it contributes little in other settings. An 
appropriate solution to a provincial housing problem may not 
be a single policy directed to both.objectives. ».Such-an 
approach may incur the costs of failing to meet either 
objective well. The use of several policies may permit more 


precise targeting of each objective. 
13.3 Political Considerations 


Many economic policies, shown to be efficient in an 
economic sense, have failed to be adopted by governments in 


power and vice versa. AS) Tre ba coCK Sort gra: lisse <(als9 Obs) 


— — ——_ -—_ — 


convincingly argue, the implementation of policies does not 
depend on the impeccability of social or economic arguments 
in their favour but rather on their possession of sufficient 
appeal to self-interested parties to create a sufficient diy 


hatgescoalition to-gainmpolitica lL support: They disparage 


especially: 


The notion that governments can be looked upon as 
ignorant, benevolent dictators who want to do the 
"right" thing, who are all powerful, and who are 


simply waiting for economists to tell him; henna on 
He IWwnat. Coy Cos Coe sods 


Despite this harsh realism with respect to the formulation of 
policy, Trebilcock et al. do see some role for analysis as an 


InDUtEetOUpUb Licino iieys 


Although the views of economists and social 
scientists on normative matters have no particular 
merit, disentangling the full anda longer-term 
implications of alternative policies can presumably 
improve policy when politicians have options 
consistent with their political SUEY. iva bes cthiie 
are inclined to believe that when pOLICie vane 
perceive that they have such choices they are 
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based longer-term interests rather than policies 
that pander to narrow short run interests. Econo- 
mists, and others, can assist them to make choices 
by providing them with more or better information 
on the policy implementations of the options. (p. 


104) 
The policy process, however, extends beyond the response 


of the politicians to the responses of voters. Trebilcock et 


al. ‘argue’ 


Casting a ballot is a policy decision =£6r—the 
voter, as is the decision to join’ a pressure 
group... Economic research, by providing a public 
good, can add to the information available and 
improve these private decisions...if it is dissemi- 
nated. Tee ptsey mportrantlto *recognize™= that” by 
influencing voter knowledge and understanding, and 
hence voter decisions, the insights of economic 
research (and social science research generally) 
can be brought to bear on the ultimate decision- 
making process.... Politicians cannot, however, 
ignore voters armed with relevant research. (p. 


104) 

Thus, a practical matter to be considered in any analysis of 
a policy must be how information of its effects will impinge 
on the interest of various constituencies of the public. 

The interest groups directly concerned with rental 
policies are quite easily identified. Obviously tenants, 
landlords and developers all have a substantial stake in 
central policy. Tenants desire low rents for high quality 
housing; landlords are interested in favourable rates of 
return on their investments, and developers want a strong 
demand for new rental housing. tess" obvious “are the 
interests of taxpayers at large. They wish that the goals of 
housing policy be achieved in terms of the lowest tax burden 
possible. The interests of any voter may reflect a combina- 
tion of roles; tenants, landlords and developers are all 


taxpayers. 
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The political feasibility of any policy cannot be judged 
in isolation. The ranking of different policies in terms of 
their political attractiveness will depend on the current 
state of housing policy. For the purposes of the present 
study of examining complementary policies to rent regulation, 
the most appropriate benchmark is the status of the different 


interests under the present system of rent regulation. 
14.0 Conclusions 


Rental housing policy has become the concern of a wide 
variety of interests including tenants, landlords, developers 
and’ builders, = bureaucrats, polaticians “saspiming tobe 
elected, and not least, citizens generally in their role as 
taxpayers. The interest and concerns with respect to rental 
housing policies which motivate these groups cannot be 
expected to, be the .same. Differentegroups. wads imaike 
different choices in face of the same trade-offs among 
objectives. Moreover, what is a trade-off for one group may 
nots, be alg@trade-ofit), tor vanother.‘qroup. Only one of the 
objectives which poses the trade-off dilemma for one group 
may be of interest to the other group. 

This diversity of viewpoint makes it impossible to 
formulate a single set of evaluation criteria which could 
provide a single uneguivocal ranking of housing policies with 
respect sto, thelredesimability the puspose of,thisschap tar 
has been directed toward enumerating the different criteria 
which interested groups would apply to the evaluation of 
rental vhousing *policies.4 srabiie «3. lk. shows thewevalma tion 
criteria which have been identified together with key 


questions based on their criteria. These questions supply 
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the basis for the evaluation of alternative housing policies 
which follows in the remainder of this study. 

This chapter has examined the evaluation criteria to be 
applied to the evaluation of alternative housing policies. 
These evaluation criteria, together with the classification 
system developed in Chapter 2, provide the framework which 
will be used in the following chapters to assess alternative 
housing policies. Demand augmenting policies, as represented 
by housing allowances, are assessed in Chapter 4. Supply 
augmenting policies are discussed in Chapter 5 and market 


replacing policies in Chapter 6. 
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TABLE 3.1 


Summary of Criteria 


Criterion 


Key Questions 


—_—___—oo--- error: nn nm ee eee 


A. Affordable Housing 


Affordability and income 


Affordability and housing 


Incidence of cost 


B. Effectiveness for cost 


a) affordability and income 


b) affordability and housing 


C. Prevention of 


Rent Gouging 


Ds Secunity Tenure 
E. Economic BEficlency 


Fe Diversity and Balance 


of Communities 


target group for benefits 
determinants of benefits 
eligibility 

participation 

Size of benefits 


proportion of benefits 
directed to housing 
effects on housing quality 
effects on quantity “of 
housing 

housing for special needs 


method used to finance 
benefits 
incidence of costs 


benefits beyond target group 
other excess costs to deliver 
benefits 

additional housing beyond 
Cargee group 

benefits to landlords of 
existing housing 


reduction of above market 
rents 


eased impact of above market 
rents on tenants 


effects on tenant's security 
effects onvinformationscosts 
effects on transactions costs 
effects on recipient choice 
effects on housing use 

degree of flexbppidiity 


degree of mix 
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TABLE 3.1 (cont'd) 


G. Administrative Efficiency - direct costs of administra- 
tive apparatus 
- indirect costs to public from 
administrative apparatus 
wee LLOXibL PLCy GL epOL acy LO 
changing needs 


Ho tFeasibility - appropriate level of govern- 
ment for implementation 
- need for cooperation among 
governments 
- adaptability to community 
needs 
- basis for political support 
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Notes to Chapter 3 


(1) 


(3) 


(4) 


iS) 


Mark’s..( 198 4))) op. Dis The quote, ibself. isc. .oLtedwfrom 
Dennis and Fish (1972), p. 2. 


The life cycle hypothesis was first developed to explain 
household consumption behaviour by Franco Modigliani and 
his associates. See Modigliani and Brumberg (1954) and 
Ando and Modigliani (1964). Subsequently, life-cycle 
analyses have been fruitfully applied to many aspects of 
individual and household behaviour. See, for example, 
Fuchs (1983) and Easterlin (1978). 


The adjustment reflects the income and price elasticity 
of demand. See, for example, Aaron and von Furstenberg 
CLO 71 e. 


See"Knetsch et al. (1984) for a disctission of percéep-— 
tions of fairness. 


The word "feasible" is often misused. The present usage 


corresponds to Webster's "capable of being managed, 
utilized or dealt with successfully." 
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CHAPTER 4: ASSESSMENT OF DEMAND POLICIES 


120 “Introduction 


Chapter 3 developed a framework to assess alternative 
housing policies. The next three chapters apply this frame- 
work to assess demand policies, supply policies and market 
replacing policies, reflecting the classification scheme 
developed in Chapter 2. Since each of these broad types of 
policies encompasses many distinct programs in practice, and 
endless number in theory, the analysis which follows is based 
on stereotypes of each type of policy. Wherever possible, 
judgements are made on the basis of the evidence accumulated 
from actual housing policies in Canada which are examples of 
the relevant type of policy. 

This chapter considers the workings and the consequences 
of demand augmenting policies. Tt welt sbetrecalled ‘trom 
Chapter 2 that demand augmenting policies are those that work 
through influencing tenants' costs and opportunities, given 
any set of market prices. Many policies, actual and 
proposed, appear to fit this definition: housing vouchers, 
shelter allowances, rent supplements, housing allowances, 
rental rebates and housing income supplements. Since housing 
allowances are the most intensively studied form of these 
policies, they will be used in this study as being represen- 
tative of demand policies, in general. 

the tanaly-siis ineithiis (chapter proceeds by steps. 
Section 2.0 discusses the distinctions among constrained and 
unconstrained housing allowances with some attention 
directed towards the types of constraints which have been 


proposed or used. Unlike some other types of housing 


Lie 


programs, the major evidence with respect to housing 
allowances comes from a unique and extensive experiment with 
housing allowances which was performed in the United States. 
Section 3.0 describes this experiment and the types of 
evidence derived from it. 

Much of the difference between constrained and 
unconstrained allowances arises with respect to two criteria: 
adequacy of income and adequacy of housing. An unconstrained 
housing allowance is examined with respect to its working and 
in) relation) tol these awo lcni teria anegsectionm4n0: ‘DAs 
analysis also serves as a benchmark for examining the effects 
of the introduction of constraints. Section 5.0 presents the 
analysis of two types of constraint: -i) a rent constraint 
which bases assistance on actual rent paid Jande iq). €airi 
eligibilitysconstraint: which. establishes preconditions for 
beceipttofheassistance, 

Housing allowances have been criticized by some because 
they expect that any beneficial effects will be dissipated 
through upward pressure on market rents. The evidence with 
Lespecert amehiits! crpercirsmSsi se reviewed? imesect iomegnos 
Sections 7.0 to 11.0 review housing allowances in general, 
with respect to the other evaluation criteria developed in 


Ghaptera,3. 
2.0 Housing Allowance Allocations 


Streich and McClain (1978), in their background paper on 
housing allowances for the Canadian Council on Social 


Development, identify commonly accepted components of housing 


allowances: 
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a direct, cash transfer is made to a family or indi- 
vidual 


the recipient is given a series of regular (usually 
monthly) payments 


the allowance is made to households unable to afford 
adequate housing 

the recipients select their own houses or apartments 

the allowance is portable when the recipient moves to 
another unit 


the allowance relies on the use of the existing 
housing stock 

the allowance is generally related to "need" based on 
income, family size and shelter costs, although some 
ceiling or maximum dollar amount is usually specified 
the allowance is conditional, that is, it must be 
used to pay rent or home-ownership costs 

a housing allowance may be tied to a specific 
standard of housing. (p. 6) 


These considerations lead Streich and McClain (1978) to 


define a housing allowance as: 


A 


direct cash transfer made regularly to families 


or individuals to enable them to afford adequate 
housing of their own choice from existing units; 
the amount of the allowance is based on income and 
housing costs, and is used solely for meeting their 
costs in their present unit or in another unit if 
they move. (p. 6) 


A notable part of this definition is that the housing 


allowance must be specifically directed to housing expendi- 


tures. 


Walker (1975) objects to this approach because: 


These formulae do not protect people from the 
hardship caused by what they must spend on shelter 
but from the seeming hardship that occurs because 
of what they do spend. (p. 207) 


As an alternative, Walker (1975) proposes a less restricted 


version of a housing allowance: 


1. 


The amount of income supplement is tied direct- 
ly to the cost of basic accommodation for each 
type of recipient... 

The formula provides a supplement that is 
determined by the cost of basic shelter in the 
area where the recipient lives, and would 
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provide in itself no incentive to the recipient 
to move from one region to another. 

3») The; (formu Waa torov idesiva wialexitbd lity int tne 
target shelter cost-to-income)satio) that is 
reflected in the income supplement itself. 

4. There is an automatic change in the income 
supplement to reflect changing circumstances... 
Since the supplement is tied to the cost of 
basic accommodation. (p. 207) 

The conflicting views on housing allowances appear to extend 
to all forms of demand policies. The comparison of the 
Streich and sMeClainirand Gwalker definitions "Sf" housing 
allowances illustrates that differences may occur in 
seemingly similar concepts of demand policies. To deal with 
these differences in a comprehensive manner would require an 
encyclopaedic analysis of not only all the demand policies, 
but autso. tall tof their evariant st Such an approach would 
inevitably lead to an obstruction of the forest by the trees, 
if not the branches and leaves. 

The strategy pursued in the present analysis of the 
design of housing allowances is to examine only the two 
dimensions of demand policies which are important for the 
assessment of them as alternatives for achieving the possible 
goals of rent regulation discussed in Stanbury (1984a). That 
approach is consistent with the objectives of the study. 

One fundamental dimension of demand policies is the 
degree to which households are permitted to make their own 
housing choices, Many forms of demand policies do not 
constrain the housing choice of households receiving 
assistance.(1) More stringent forms require the housing 
occupied by beneficiaries to meet specified minimum 


standards, or even require beneficiaries to occupy specified 


housing units.(2) Housing allowances, or other demand 


Ls 


policies which require minimum physical standards do not 


appear to have advocates in Canada. However, this approach 


was used by the demand experiments in the United States. 

The second fundamental dimension of demand policies is 
illustrated by comparing the views of Streich and McClain and 
Walker, noted above. Their differences stem from the 
standard which is used in determining the subsidy provided. 
Streich and McClain prefer that actual housing costs, up to 
some limit, determine a household's benefit. This form of 
subsidy, which is intended to require that the housing 
allowance is spent on housing, has also been proposed by 
Dennis and Fish (1972), Steele (1984) and endorsed by the 
Canadian Home Builders' Association and the Ontario Economic 
ECounca 1. Their proposals limit the subsidy paid to the 
actual rent payments of households, using a rent-to-income 
raciowcrikeria: 

Walker: din «<conitrast,; targues ithat “housinigsicosts in 
general, not an individual household's expenditure on rent, 
should determine the size of the benefits. Households should 
have the freedom to spend the benefit as they see fit without 
being penalized if they do not spend it on housing. 

This difference in emphasis in program design appears to 
result from the different emphasis that the authors place on 
different goals. Streich and McClain place a higher value on 
the adequacy of housing concern whereas Walker emphasizes the 
adequacy of income concern. In effect, Walker's (1975) 
proposal is a form of general income assistance related to 


local housing costs. 


Er? 


3.0 The Experimental Housing Allowance Program 


Much evidence, with respect to market augmenting 
policies which work through the demand for housing, has been 
accumulated through the Experimental Housing Allowance 
Program (EHAP), established for the purpose of deter a ening 
the effects of a housing allowance-based housing assistance 
Strategy by the U.S. Department of Housing and Urban Develop- 
ment in 1970. These experiments, when complete, will have 
cost $160.million, with $80 million going in payments to 
families and $80 million going for data collection and 
research ((Aaron, 42981, Do96).- Sincexthe resid tei-ce eth is 
program are an important source of evidence for the effects 
of demand side policies, it is useful to outline and assess 
the design of these experiments before proceeding to discuss 
the results. 

Three separate experiments were undertaken under EHAP. 
The two experiments undertaken under EHAP which were most 
useful for present purposes are the demand experiment and the 


Supply experiment. These experiments were designed to 


explore: 


(1) How do families respond to housing allowances? 

(2) How are housing markets affected by allowances? 

(AlienymhitesmandiGlatt;s1oei ones) 
A separate experiment was directed to each of these basic 
questions. Despite the titles of demand experiment and 
supply experiment, each experiment was built around roughly 
similar programs of housing allowances made to households. 
Nevertheless, substantial differences in experimental design 


mean that the results of each experiment provides different 


L7s8 


types of information with respect to the workings of housing 


allowance programs. 
3.1 The Demand Experiment(3) 


The demand experiment was directed primarily at the ways 
in which families respond to housing allowances. Allen 


et al. (1981) outline the specific questions to which it was 





addressed: 


= Who participates and how are participation 
rates affected by program features such as 
payment levels? 

se Does a housing allowance program cause 
participants to move to new locations? 

= What portion of the allowance payment is used 
for housing? 

= Dole siete. quahity? o£? Housing pmprove stor 
participating households? 

= What are the major differences in household 
responses between a payment program constrained 
by housing requirements and a program not so 
constrained, such as welfare payments. 

= How do housing allowances compare with other 
housing programs in terms of participation, 
housing quality attained, locational choices, 
anc COStS? fUpee4, 


The demand experiments consisted of a program of a 
variety of different types of housing allowances to a 
selected group of 2,500 households in the two metropolitan 
areas of Pittsburg, Pennsylvania and Phoenix, Arazona. “riese 
sites were chosen on the basis of a number of criteria. With 
populations in excess of 500,000 and vacancies in excess of 6 
per cent, they each provided an environment where housing 
allowances would be unlikely to exert significant upward 
pressure on rent levels. The two sites also differed in 
dimensions of interest to policy makers: 


Pittsburg is a slowly growing, older eLltyawienh -a 
large black population; Phoenix is a rapidly 


ys) 


growing, newer city with a large Hispanic popula- 

Clon. VA Llenveu al. , sso) 

Those differences in the sites were designed to indicate 
whether the particular nature of the markets in which the 
Program was conducted influenced the results in any 
Significant way. 

The demand studies incorporated features which permitted 
a comparison of the behaviour of the recipients of housing 
allowances with other households. Approximately 950 control 
families were also identified and data on their Subsequent 
behaviour was collected on the same basis as the recipient 
families. In addition, detailed information with respect to 
incomes, Clintcent! housimas conddtiong-. expenditures and 
preferences and housing demographics were obtained from some 
4000 households before final selections of the recipient 
households were made. 

A variety of different forms of housing allowances were 
aAcgMa MS tered etoreathesstargqet .qroups. The experiment 
distinguished between unconstrained and constrained housing 
allowances. Unconstrained housing allowances provided 
households with transfer payments without any regard for the 
nature of the housing that they occupied while receiving the 
payments.(4) Constrained housing allowances required the 
households to occupy housing which met certain "minimum 
Standards... In contrast, for other groups, the housing 
Standard specified that the total rent paid by the household 
must be at least equal to some proportion of the cost of 
"standard" housing. Two alternatives were used for the rent 


requirement i) a “low” rent of 0.7 of the cost of standard 
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housing and ii) a "high" rent of 0.9 of the cost of standard 
housing. 

Several further features of the demand experiment should 
be noted. The allowances were paid to a sufficiently small 
sample of householders in the designated areas so that no 
assessment could be made with respect to the effects of 
general housing allowances on either the level of rents or 
the supply of housing. Also, the allowances were paid for a 
period of only two years with assistance granted to house- 
holds in the third year to help them obtain other suitable 
housing. This feature has the consequence that the 
experiments could not reveal the nature? of households' 
responses to housing allowances which would be judged to be 


more permanent by the households. 
3.2 The Supply Experiment(5) 


The supply experiment was directed to determining the 
effects of housing allowances on the workings of housing 
markets. Although the housing allowances were comparable im 
design to those in the demand experiment, the experiment 


examined the following questions: 


- When all eligible families are offered the 
opportunity to receive housing allowances, will 
landlords, developers, homeowners, mortgage 
lenders, real estate brokers and Oc pn eiss 
accommodate the recipients in their attempts to 
improve their housing conditions? Or, as some 
predicted, will the price of housing simply 
increase without a corresponding improvement in 
housing? 

= To what extent will housing allowances 
stimulate repairs, substantial rehabilitation 
or the construction of new units? 

~ As housing allowance recipients attempt to 
increase their housing consumption by moving, 
what neighbourhoods will they seek and which 
ones will they succeed in entering? What is 
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the impact on the neighbourhoods they leave and 
enter? Will families move from the central 
city to the suburbs? 

The supply experiment, in contrast to the demand 
experiment, paid housing allowances to all eligible house- 
holds, whether rented or owned, in Green Bay, Wisconsin and 
South Bend, Indiana. These housing markets were chosen: 

Toydiffer inacertainwways, yet “bemtypsd ce. tia 

Substantial portion of markets throughout the 

nation. Brown County has a rapidly growing urban 

center, a relatively tight housing market, a good 
housing ystock, Jand \a) averivs small oem inomisky 


population. pte JOSepn County | hasy a “deci ining 


central city with a deteriorating housing stock, a 
minority population of average size but growing, 


and an excess, supply of, central, ‘city housing. 

VAL Ven eet tale, sbOGt = DDsiul— ie) 

The housing allowance for the supply experiment 
consisted of a housing gap system in which the allowance 
payment equalled the difference of a modest housing standard 
based on family size and location and 25 per cent of family 
income. In addition, the family must occupy standard housing 
Lniiorder BLoWouadity. The allowances were guite substantial 


relative to income, ranging from 19 percent of income>for 


homeowners in the Wisconsin experiment to 44 per cent of 


income for renters in the Indiana experiment. 
3.3 The Demand and Supply Experiments Compared 


Several important differences should be noted in the 
design of the demand and supply experiments. First, the time 
period of the supply experiment was a full five years with a 
further five year commitment of payments to the participating 
households. In contrast, the demand experiment lasted only 


three years with analysis concluded after the second year. 
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The third year fulfilled two purposes: i) "to reduce 


confusion ici 
between participants' reactions to the experimental 


offers and their adjustment to the phase-out of the experi- 
ment (Friedman and Weinberg, 1982, p. 12) and ii) to aid 
households in entering other housing programs. The longer 
length of the supply experiment was necessitated by the 
belief that supply responds more slowly to market changes 
than does demand. The long period of the supply experiment 
would also be useful to the extent that demand adjustments 
require the household to move to another dwelling. 

The other major difference between the demand and supply 
experiments occurred in their coverage. The demand 
experiments were confined to relatively small samples of 
eligible households in large markets, whereas, the supply 
experiments were open to all eligible households who met the 
housing standard in much smaller markets. Again, this design 
feature was necessitated by the purpose of the study. The 
aim of the supply experiment was to gain information about 
thes supply. wesponses to.asisystemiot universal housing 
allowances. For this purpose, a sample of eligible house- 
holds would be totally inappropriate. The experiment must 
simulate the pressures on the housing market of an allowance 


program which covers all households. 


4.0 Assessment of Unconstrained Housing Allowances 


The first step in analyzing the effects of demand 
policies is the consideration of the simplest form which is a 
totally unconstrained housing allowance. This analysis 
establishes a benchmark which indicates the basic effects of 


a demand augmenting policy. 
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In subsequent sections, attention is turned to the 
consequences of modifying the housing allowance program by 
the addition of requirements for minimum rental expenditures 
or mimimum quality standards for housing occupied by 
participating households. The most significant effects of 
these constraints.are found ,with respect to adeguacy of 
income and adequacy of housing. Each of these criteria are 
reviewed for the various forms of housing allowance. The 
other evaluation criteria are discussed with respect) at& ‘ahh 


forms of housing allowance in general. 
4.1 An Unrestricted Housing Allowance 


Under, an sunrestricted 1 housing) Taldowance program, 
households qualify for assistance on the basis of income 
without any concern for quality of housing occupwedMbymtie 
household or the actual housing expenditures made by a house- 
hold. This type of allowance is determined for a household 
Cfwamgiuenesize, solely.) sbyuthe relationship between its 
income and prevailing market rents. 

In the absence of a minimum standard for housing, a 
demand program, using a housing cost index to determine the 
subsidy, becomes essentially a form of general income support 
identical to a negative income tax. As Aaron (1972) notes: 

The housing gap allowance is calculated according 

tova formula ‘that is structurally indistinguishable 

from formulas tested in income maintenance 

experiments. The negative income tax formulas 
examined in the income maintenance experiments 

Stipulated that households were to be paid a 

certain sum if they had no outside income (the 

guarantee) and that the payment was to be reduced 


by a certain fraction of income (the "benefit 
neduct ton tmiratio satin ata) 
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Payments to any household under the general income 


maintenance can be expressed as 
Pa =e bys 
where sae . 
Pi is the payment to household i, X is the guarantee, b 


is the benefit reduction ratio, and yj is the household's 


current income. Similarly, Aaron (1972) states: 


The housing gap allowance assures each household 
some multiple of the estimated cost of standard 
housing C*, if the household has no income and 


aaa that guarantee by some fraction of income. 
Dis etal 


Thus, a housing allowance of this form would be expressed as 


PHY = C* - hYi 

where PH; is the housing allowance paid to household i, C* is 
the estimated cost of standard housing, h is the fraction by 
which the allowance is decreased in relation to income, and 
yj is the income of household's, “the *only*dirrerence 1s *in 
the type of justification given for X and C*enOnce= these are 
set together with b and h, the schemes are identical in’ therr 
effects. As Aaron (1972) concludes: 

The structure of housing allowances differs from 

that of negative income taxes only to the extent 


that conditions are imposed on housing allowances 
but not on negative income taxes. (p. 77) 


4.2 The Workings of Unconstrained Demand Policies 


It is useful to examine the workings of unconstrained 
demand policies to provide a basis of comparing their effects 
on the evaluation criteria with those of other policies, 
including various types of constrained demand policies. Such 
a comparison provides a basis for determining the ways in 


which the complementary policies, reviewed in this study, can 
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contribute to achieving the goals identified with rent 
regulation. 

Housing allowances work, in the first instance, by 
increasing the incomes, or spendable resources, of target 
households. This increase of resources for target households 
influences the rental housing market through 

1) the effects of increased income on the housing 

expenditures of target households, 

2) the effects of the increased housing expenditures on 


the rental housing market. 


The effects on the demand for rental housing resulting 
from an unconstrained housing allowance program can be 
represented by a shift in the demand curve for rental housing 
from DHo to DH] in Figure 4.la) and Figure 4.1b).. The size 
of the shift depends on i) the amount of support for each 
assisted household, ii) the proportion of tenants that gain 
assistance and iii) the response of the recipient's demand 
for rental housing to the housing. allowances!» Eactorsi4i)) and 
ii) depend on the design of the housing allowance program 


whereas iii) is determined by the behaviour of the assisted 


households. The nature of this response jusediscusscedtin 
Section 4.3 below. 

As can be seen from the comparison of Figures 4.la) and 
4.1b) the impact of the program depends on the nature of the 
Supply of rental housing. If the quantity of rental housing 
Cannot. be. redgdi dv jan creaseds asin: Pig re? Asli ian tae 
unconstrained demand policy ends up raising rents without 
generating any increase in the supply of available rental 
housing. Thus, even though the tenant households were the 


proximate beneficiaries of the government policy, some of the 
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Figure 4.la) 


The Effects of Demand Programs: Fixed Supply 


Rent SH 


DH 9 


DH) 
Ro oa==s «=== «9 es ose oem om oepe oP oo == 


DHg 


Supply of rental 
housing 


Demand for rental housing in absence of demand 
programs 


DHO 


DH), DH2: Demand for rental housing with demand programs 


SH : Supply of rental housing 


Ley 


Figure 4.1b) 


The Effects of Demand Programs: Responsive Supply 


Rent 

Rent 

Ro le 

DHg shat 
Supply of rental 
housing 
DHO : Demand for rental housing in absence of demand 
programs 

DH), DH2: Demand for rental housing with demand programs 
SH : 


: Supply of rental housing 
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DH; 


benefits will be passed to landlords in the form of higher 
rents.(6) In addition, tenants who do not receive the 


housing allowances also face higher rents. The amount which 
is transferred to landlords depends on the proportion of the 
benefits of housing allowances that households spend on 
housing. it @Gda, lon, as the Comparison Oc DMaeanu soa? 
shows, it also depends on the responsiveness of the demand by 


households for rental housing to the level of assistance. 


When the demand for housing is unresponsive to assistance as 


with DH], the rent increases from Rg to RI’ 4 large increase 


from Rg to R2, as compared to the more responsive demand DH2. 


The most unfavourable setting for a demand program 
occurs when the supply of rental housing is completely fixed. 
Two factors reduce the relevance of this setting. First, the 
supply of rental housing is likely to be responsive to rental 
levels in the long run although it may be relatively 
unresponsive in the short run. Thus, even if the Treat 
impact of the policy raises market rents, this effect willbe 
offset by an increased supply of housing over time. 
Developers will respond to high rents by building more rental 
units. Second, the price increase will be greatest in a 
tight rental market. Ina less tight housing market, some of 
the response will be taken up by decreased vacancy rates, 
which offset some of the tendency for rents to rise.(7) 

The general framework developed above can be used for 
analyzing atilestypesPpot housing allowances, whether 
constrained or unconstrained. The difference in the effects 
of different housing allowance programs arises from their 
impact upon the demand for housing. For any change in the 


demand for housing, the market effects which arise through 
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the interaction with supply will be the same. Thus, the 
variants of housing allowances will be compared, first, with 
respect to their demand effects and the implications of any 
differences in the immediately following sections. The 
discussion of the market effects through the interaction with 


supply will be presented in Section 6.0 below. 
4.3 Adequacy of Income: Unconstrained Housing Allowance 


In pure theory, a program of general income support or 
its equivalent, an unconstrained housing allowance, can be 
designed to attain whatever income redistribution objectives 
policy makers desire to achieve. Establishment of a level of 
X, or. C*, for each: type of. household do.es tabi che sti 
eligibility of households whereas the setting of b determines 
the level of support at each level.of -hhousehol @-income: 
Indeed, much of the impetus of support for housing allowance 
programs arose from the view that existing "programs were 
considered ineguitable because they served only a small 
Fraction of the population eligible for housing assistance" 
(Friedman and Weinberg, 1981, p. 1). 

In practice, an unconstrained housing allowance may not 
ach leyve it.s..4eda Strib utdlionsebi ac ti v6 shte au) Grlehig i baie 
households do net participate inwthe program. —Padwune ato 


participate may arise from several reasons: 


1) lack of awareness of program, 


1i) unwillingness by potential beneficiaries to take the 
effort to,establishyed igibilityrandsto enrodaAl asand 


iii) an unwillingness to accept assistance from the 
government. 
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The demand experiments under the Expermental Housing 
Allowance Program (EHAP) in the United States revealed that 
not all eligible households participated in housing allowance 
programs. The participation rate for housing allowances 
ranged from 90 per cent of eligible households in Phoenix to 
78 per cent of eligible households in Pittsburg. 

Special features of the EHAP experiments make it diffi- 
cult to extrapolate these results to demand programs 
generally, or even to a housing allowance program which is 
judged by households to be permanent. Several factors appear 
to have lowered the participation rate under EHAP. The EHAP 
program was known to be temporary in that it offered benefits 
for only two years. In addition, household awareness of a 
program and its features could be expected to increase over 
time. Finally, the experimental needs of the program meant 
that participating households were required to undertake 
greater amounts of paperwork than would be expected under a 
universal housing allowance program. On the other hand, 
Straszheim (1981) observes with respect to the supply experi- 
ments that "households...received more assistance and 
friendlier treatment than would be typical in other welfare 
programs or likely in a universal housing allowance program" 
(piers?) ern@contrast tothe other «factors influencing 
participation in the demand programs, this factor may have 
served to raise the participation rates of households. 

These rates of participation in the unconstrained 
housing experiments are remarkably high relative to the 
participation rates experienced in Gther ® social “pregrams. 
Bendick (1980) has surveyed a variety of forms of Duo. 


assistance and found rates of participation ranging from a 
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high of 90 per cent to a lowof 4 per cent of those eligible, 
as presented in Table 4.1. The remarkable aspect of these 
data is the generally low rate of participation - an average 
of 46 per cent across all the programs. Thus, in comparison 
with social programs in general, a housing allowance without 
any restrictions appears to be an extremely effective means 
for delivering income assistance to target households. Only 
minor slippage occurs through failure to participate. A high 
degree of vertical and horizontal equity can be achieved 
among, tenant households, according “to sthe idesdqnad ofesthe 


program. 
4.4 Adequacy of Housing: Unconstrained Housing Allowance 


The adequacy of housing objectivey~iaswidiscussedsiin 
Chapter 3 above, reflects a concern by policy makers about 
the type of housing occupied by the households which are the 
targets, of -housingspolicy.s \By -this.cniter von sethessuccesssot 
housing policy should be gauged by the improvement in the 
housing of the target group. At any given level of rent, the 
improvement in housing can be measured by the increased 
expenditure on) housing iby sthe, targe tuqroupe The best 
evidence on the effects of housing allowances on consumption 
of housing services comes from the Experimental Housing 
Allowance Program (EHAP) conducted in the United States. 

An unrestricted housing allowance gives assistance to 
households, solely, on the basis of their current incomes, 
given existing levels of market rents. Thus, unrestricted 
housing allowances are virtually identical to pure income 
transfers. The empirical evidence available Ongithe effects 


of housing allowances on housing consumption reinforces this 
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TABLE 4.1 


Estimates of Participation in Selected Public Assistance Programs 


Se ee ee ee a Se eee ee Se te ee ee ee 


Program Eligible Population 


Participating 
Units 


(percentage) 


Aid to Families with Female-headed families 


Dependent Children nationwide, 1967 63 

Female-headed families 

in the Chigaco area, 1967 74 

Female-headed families 

nationwide, 1970 90 

All eligibles nationwide, 1975 87 

All eligibles nationwide, 1976 74 
Aid to Families with Eligibles in the Chicago 
Dependent Children - area, 1967 4 
Unemployed Fathers Eligibles in states offering 

the program, 1971 Ls 

Eligibles in states offering 

the program, 1975 16 
General assistance Eligibles in the Chicago area, 

1967 6 
Supplemental Security Eligibles in the Chicago area, 
Income/Aid to the Aged, 1967 LS 
Blind, and Disabled Eligibles nationwide, 1976 60 
Public assistance, Eligibles in New York City, 
unspecified 1968 56 

Eligibles in New York City, 

1970 60 

Eligibles in Jackson County, 

Oregon, 1970 44 
Food stamps Eligibles in Jackson County, 

Oregon, 1970 41 

Eligibles nationwide, 1974 38 

Eligibles nationwide, 1975 =i, 


Free school lunch 


Eligibles in Jackson County, 


Oregon, 1970 DS 
Experimental housing Eligibles approached by out- 
allowances reach workers in Phoenix and 

Pretsburgn, 1977 ae 

Eligible renters in Green Bay 

and South Bend, 1977 44 

Eligible homeowners in Green Bay 

and South” Bend, 1977 26 
Circuit-breaker AFDC families in Michigan, 1973 12 
property tax AFDC families in states offering 
relief benefits only to the elderly, 1974 69 

Eligibles in states offering 

benefits to persons of all ages, 

1974 82 
Average 46 


Sc ee ee ae ee 


SOURCE: Bendick, "Failure to enroll in public assistance programs," 
Socia Pwork (July, " 1980), “pe 269. 
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view through comparison of income maintenance experiments 
with housing allowance experiments. Aaron reports that: 
Data from the Seattle and Denver income maintenance 
experiments indicate that 4.5 to 10.6 cents out of 


every assistance dollar go for housing. Data from 
the housing allowance demand experiment indicates 


that recipients of unconstrained payments spent 6 

per cent on housing in Pittsburg and 19 per cent in 

Phoenix. Ciooiyeb.s 75) 
Thus, an unrestricted housing allowance can be expected to 
have no more than minor effects on the housing consumption of 
the target households. 

4.5 Effectiveness for Cost of Unconstrained Housing 

Allowances 

The effectiveness for cost of unrestricted housing 
allowances can be assessed quite readily for both the 
adequacy of income and the adequacy of housing objectives. 
Unrestricted housing allowances can be directed toward a 
target group of households with little spill-over to other 
groups and with a high coverage of the target group. The 
only source of slippage arises from tax administrative 
expenses required to implement the program. This, 
unrestricted housing allowances are extremely effective 
instruments for attaining the adequacy of income objective. 

The adequacy of housing objective would be advanced if a 
substantial proportionwof, thes allowances were Spent on 
improved housing. A careful assessment from this perspective 
would have to distinguish between increased expenditures on 
housing and the improvement in the housing which results from 
this expenditure. In the case of unrestricted housing 


allowances, such a distinction is unnecessary. The evidence 
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suggests that only a minor proportion of the allowances was 


epentwson housing: Unrestricted housing allowances are 


ineffective from the adequacy of housing perspective. Both 
the total value of the allowances and any administrative cost 


have been expended with little effect on housing expenditures 


by the target group. 
5.0 Assessment of Constrained Housing Allowances 


As discussed earlier, most housing allowance programs, 
whether actual, experimental or proposed, include some 
constraint, either upon the receipt of assistance or upon the 
expenditure of the assistance, once received. In some 
dimensions, ithesaddition of constraints does not alter tie 
analysis of unconstrained housing presented above. In 
others, the consequences of the constraint are important 
enough that the conclusions of the analysis are substantially 
different. The following sections discuss the modifications 
to the analysis of adequacy of income and adequacy of housing 
which arise from the introduction of constraints into housing 
allowances. 

The constraint built into housing allowances can take a 
variety of forms. The constraint can determine either the 
level of assistance to households or the eligibility of 
households for any assistance. Moreover, the criteria for 
S6etablishing eligibility can, be an expenditure requirement or 
a housing guality requirement. On the basie- Ob tis ciass!— 
fication, three separate categories of constrained housing 
allowances can be identified as shown in Table 4.2 below. A 
sufficient difference exists between constraints on eligibi- 


lity and constraints on the level of assistance that these 
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TABLE 4.2 


Types of Rental Constraints 


ee ee eee ee 


Policy TY pe" Of GGonstraint 


Variable determining 
Constraint 


eee 


Assistance: 


Percent of determines 
rent paid assistance 


Eligibility: 


Minimum determines 
standards 


Eligibility: 


Minimum determines 
rent 


level of 


eligibility 


eligibility 


actual rent payment 
up to a maximum 
proportion of income 


physical quality of 
housing 


payment of rent in 
excess of specified 
minimum 
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categories will be considered separately in the analysis that 


follows. 


5.1 The Workings of a Rent Constrained Program 


A housing allowance program, with a constraint on the 
level of assistance to be no more than the level of actual 
rent, can be compared with an unconstrained housing allowance 
program to illustrate the consequences of this constraint on 
the assistance paid to households.(8) In form, the two 


programs would appear to be identical: 


Unconstrained: 
PU pt=ta (6*=hy i ) 
Assistance constrained by actual rent paid: 


PHa = a(R Se nY] eek ieor ho 


where the variables are defined as follows: 


PH; ~ housing assistance paid to household i, 
Yi - income of household i, 
h - fraction by which the allowance is decreased 


in relation to income, 


a - percentage of gap made up by housing allowance, 
c* - the estimated cost of standard housing, 

Rj; - the rent paid by household i, and 

R* - the maximum rent for calculating PHi°* 


The difference between the two programs occurs because 
c*, in the unconstrained program, represents the representa- 
tive cost of rent and is unrelated to actual expenditures, 
in the unconstrained program, represents the 


whereas Rj’ 


actual rental expenditures of the household. 


Lo? 


The unconstrained program used in the example could, for 
example, assign a value for C* of $300 per month and a value 
for h of 0.25. The per cent of rent plan assigns the same 
value to h and sets R* at $300 as the maximum rent for! the 
purpose of calculating the monthly assistance for any house- 
holds 

Table 4.3 compares the assistance paid to various 
households according to income and actual rental payments 
under the two plans. As can be seen, the level of assistance 
under the constrained plan is the same as the unconstrained 
plan at all levels of income for households that spend at 
least $300 per month on rent. The pattern is different, 
however, for households spending less than $300 per month for 
rent. If, for example, a household with no income spends 
just $150 a month on rent, it will receive the same benefits 
as households spending more on rent but with incomes 
exceeding $600 per month. In addition, the assistance given 
to <a household spending S150 per month onerent sis souice 
insensitive to income. Such a household receives $75 per 


month regardless of income over a range of income from $0 to 


$600 per month. 
5-2 Adequacy of Income: Rent Constraint 


The introduction of actual tent asa constraimtoineene 
design of a housing allowance adds an additional criterion to 
the: determination of a “household's level of assistance 
through housing allowances. The assistance depends on actual 
rent peid, in addi Gionmstovincome: This change "alters 
substantially the payment which is made to those households 


which choose to spend little on housing. 
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TABLE 4.3 


Comparison of Assistance to Tenants Under Unconstrained and 
Actual Rent Constraint Programs 





Assistance under Assistance under actual rent 





unconstrained constraint 
Monthly program (all Rent paid 
income levels of rent) 150 200 250 300 350 
0 150 15 100 125 150 150 
200 25 75 100 ZS reo feo 
400 100 5 100 100 100 100 
600 75 15 1S a5 75 Via: 
800 50 50 50 50 50 50 
1000 25 25 Zo 25 25 25 
1200 0 0 0 0 0 0 
PH 500-2 125 Yi PHI = Om Rie ce 
Ri - calculated.on_the basis of actual rent or $300, 


whichever is less. 


ee 
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The adequacy of income effects, it is recalled from 
Chapter 3, can be expressed in terms of horizontal and 
vertical séequity. Horizontal equity refers to the degree to 
which the program gives equal assistance to households with 
equal income. Vertical equity refers, in contrast, ito)the 
distribution of benefits among households according to their 
different levels of income. It is measured by comparing the 
benefits received by households at one level of income with 
the benefits received by households at another level of 
income. 

The effects of the actual rent constraint on horizontal 
equity can be seen by comparing households at the same level 
of income. In Table 4.3, the assistance to households with 
lower incomes differ substantially according to the actual 
rent paid by the household. At an income level of $0 per 
month, the assistance ranges from $75 a month to $150 a month 
to households paying rent of $150 a month to $350 a month, 
respectively. “Comparison, of the ditferencesein Tab vente 
reveals that those differences are most pronounced across 
households with low levels of income. Thus, the introduction 
of a constraint on assistance to the amount of actual rent 
paid reduces horizontal equity inthe program. (pqualesin 
terms of income are not treated equally. The benefit 
received by a household depends on the level of housing 
expenditure. 

The change in the design of the program to include rent 
as a criterion for assistance also affects vertical equity of 
the program. Suppose the unconstrained program represents 
that distributionwoty penetits sbhata woul d be judged as 


vertically equitable. As can be seen from Table 4.3, the 
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actual rent constraint changes the vertical equity of the 
housing program. Some households which have higher income 
gain benefits which are larger than those gained by house- 


holds with lower income. In Table 4.3, all households with 


income of $400 per month which spend at least $200 per month 
on rent gain more under the program than households with 
income of $0 which spend only $150 per month on rent. The 
actual rent constraint changes the pattern of distribution of 
benefits. Thus, if the distribution of benefits, in absence 
of a constraint, reflects the intended degree of vertical 
equity, the introduction of an actual rent constraint reduces 


the degree of vertical equity. 
5.3 Adeguacy of Housing: Rent Constraint 


The adequacy of housing objectives, as shown in Chapter 
3, measures the degree to which a housing program increases 
the quality or quantity of the housing occupied by target 
groups of households. Ac M@showneantsSectiony 4,07 Of cthis 
chapter, an unconstrained housing allowance causes only minor 
changes in the housing expenditures of the households. 

The unconstrained transfer can be considered the same as 
an increase in income without any effective change in the 
price of rental housing facing ‘the “household The 
substitution of actual rent for prevailing market rent in the 
formula for determining benefits changes the effective price 
of housing for the assisted household. This effect can be 
seen from Table 4.3. Consider a household with income of 
$200 per month which spends $150 per month ‘fon ‘rent.’ Under 
the unconstrained housing allowance, this household receives 


$125 per month of assistance, regardless of its actual rent. 
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If it decides, for example, to move from housing at $150 per 
month»to housing, ait .$200,;per month ji taamust «pat eo5O 
additional rent and have $50 less to spend on other goods and 
services. 

In contrast, if this household spent $150 on rent under 
the expenditure constrained allowance it would receive only 
$75 per. month. The low, level of ditswactual, nent prevents it 
from receiving the maximum benefit. If, under this program; 
it decides to move from housing at $150 per month to housing 
at $200. per. month.it gains S25. income)in assistance. Even 
though it pays $50 in additional rent, it need spend ony 4$.2:5 
less on other goods and services. As a consequence, the 
effective costs to the household of increasing its housing 
expenditures ane: $25 for each S50 rent.actuaieky spar d-aseLie 
effective rent to «the jnousehold is dowered. 

This difference in effective rent under the actual rent 
constrained and the unconstrained housing allowance programs 
makes a substantial difference to their performance with 
respect to the adequacy of housing goal. The unconstrained 
housing allowance leaves unchanged the marginal price of 
rental housing that faces the household. The introduction of 
an) actual, rent.constraint,..on jthe other handy) neducessithe 
marginal cost of housing for all households below the ceiling 
towal lowab les rent -~for ethes pumposes. of assis bances Target 
households which are below the assistance ceiling have a 
greater incentive to spend more on housing than they would 
with an unconstrained allowance program. 

The effects on housing expenditures of the incentives 
arising from an expenditure constraint depend on three 


factors: 
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7) the number of households affected by the 
constraint, 


2) the size of the incentive caused by the constraint, 


3) the response of the affected households to the 
Sonscerarnt. 


The first two factors are elements in the design of the 
program. The only behavioural variable is the response of 
affected households. The evidence from the EHAP experiment 
suggests that the elasticity of demand for rental housing is 
likely to be 0.5 or less.(9) This means that a one percent 
change in the cost of housing at the margin leads to a one- 
half percent change in quantity of rental housing demanded. 
Thus, an expenditure constrained housing allowance which 
provides a subsidy equal to twenty-five per cent of actual 
rent, would induce a twelve and one-half per cent increase in 


rental expenditures by households receiving assistance. 
5.4 Effectiveness for Cost: Rent Constraint 


A rent constraint has quite substantial effects on the 
performance of a housing allowance with respect to both 
adequacy of income and adequacy of housing. The presence of 
the rent constraint does not affect the ability to provide 
benefits to the target group, though, as seen in Section 4.3 
above, it changes the distribution of benefits to make them 
depend on the rental costs incurred by households. On the 
other hand, a rent constraint is more effective than an 
unconstrained allowance in increasing the level of expendi- 
tures on rental housing. As already discussed in Section 
Asa) the rent constraint, lowers: the effective. price ,of 
housing for assisted households and induces them to consume 


more housing. 


203 


The evidence from the Experimental Housing Allowance 
Program suggests an elasticity of,.the demande Eom. rental 
housing of one-half -- a one per cent decrease in the price 
of housing leads to a one-half per cent increase in the 
demand for housing. Thus, a housing allowance with benefits 
set at.twenty-five perycent \ofwrent icoudd  bepyexpectedaita 
induce, at a maximum, a twelve and one-half per cent increase 
in housing expenditure. 

5-5 The Workings of Housing Allowances with Eligibility 

Constraints 

So far, the only constraint on housing allowances to be 
considered has been a constraint on the amount of assistance. 
Another type of constraint is one that determines eligipi.acy 
for programs. Eligibility constraints set minimum standards 
which must be satisfied in order for a household to gain any 
benefits under a housing allowance program. Two separate 
constraints which were examined in the EHAP experiment can be 
used” tO represent the types, of Constraantsawitch migntebe 
integrated into actual housing allowance programs. One 
constraint took the form of a quality standard which required 
households to occupy housing which satisfied specified 
physical characteristics in order to receive assistance. The 
other established minimum levels of rent which households 
must pay in order to receive benefits. 

The first stage in the workings of demand augmenting 
policies falls on the Housing expenditures of target 
households. The overall response of housing demand to a 


housing allowance which has a minimum housing requirement 


depends on the response of three groups: 
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i) those that meet the requirement in advance, 


ii) those that adjust their expenditures so as to meet 
the requirements, 
iii) those that fail to meet the requirements of the 


program. 


A constrained demand program is essentially identical to an 
unconstrained policy for the first group mentioned above, and 
their response is likely to be the same. The response of the 
second group is less predictable. For some households in the 
second group, the added expenditure required to qualify for 
the program will be less than the amount they would spend 
under an unconstrained program. The response by these house- 
holds is likely to be comparable to that of the group which 
qualified in advance. Others in the second group will 
increase their spending on housing more than they otherwise 
would due to the constraint, in order to quality.tor the 
housing allowance. The final group, because it would 
continue not to qualify in any event, would neither adjust 
its expenditures nor gain any benefits from the program. 

The overall effects on housing demand of a constrained 
program compared to an unconstrained program depend on the 
responses of the second and third group. The first quoup 
qualifies without any need to adjust housing expenditures 
under both programs. The second group must increase housing 
expenditures in order to gualify for the constrained housing 
allowance. The third group does not gain any benefit under 
the constrained program, whereas, it would have in the 
absence of the constraint. Its expenditure on housing will 
be less under the constrained program because of the loss of 


the benefit. The net effect will depend on the value of the 
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subsidy under the demand program and the cost of meeting the 
constraint to households that fail to qualify initial Ly?" the 
value of the subsidy determines the benefit to households 
from qualifying to meet the constraint. Households will 
compare it with the costs of meeting the constraint in making 
their decisions to :quality. 

The addition of an eligibility constraint to the housing 
allowance alters the demand for, but not, the supply of 
rental housing. As should be clear, the demand for housing 
could be increased or decreased relative to an unconstrained 
housing allowance, depending on the exact design of the 
program and the response by households. In any case, the 
introduction of a constrained housing allowance will cause 
some increase in the demand for rental housing even though it 


may be less than for an unconstrained program. 
5.6 Adequacy of Income: .Eligibility Constraint 


The presence of a quantity constraint can substantially 
alter the effects of a housing allowance on the deal nor 


adequacy of income. In an unconstrained program, all house- 


holds in the relevant range of income levels qualify for 
assistance. The existence of a minimum standard for eligibi- 
lity means that some households may forego the benefits by 
failing to improve their housing up to the minimum standard. 
Determination of the effects on income distribution of a 
housing allowance with a minimum housing standard are compli- 
cated by the fact that some households meet the standards by 
their housing prior to receiving assistance, whereas, others 


dooumot. The .vuestion, “thus, arrses. as to how much of a 
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deviation from horizontal and vertical equity is caused by 
imposing a constraint on a housing allowance program? 

For the households which already meet the housing 
Stamdaridie participation “is to) belrLimited! only by 
considerations such as lack of knowledge, unwillingness to 
fulfill administrative procedures or reluctance to accept 
payments from government. A more difficult choice faces the 
households which do not meet the housing standards. One 
alternative for them is to improve their housing so as to 
meet the standards by moving to alternative housing or by 
modifying their existing housing. Maintaining the same 
quality housing causes them to forego any benefits from the 
housing allowance. 

WeSdascucséedleartier;* the partieipation* rates im 
unconstrained housing allowance programs were high relative 
to thosesachieved sin tsociatieprograms:,) tinvgeneral. The 
presence?) ofma constraint), either oimmethe “form of required 
expenditures on rent or a minimum housing requirement, 
reduces the rate of participation drastically. Table 4.4 
shows the effects of eligibility constraints as revealed by 
the demand experiment. With no restrictions, participation 
rates fall within the range of 78 to 90 per cent, depending 
on the program and the location. Programs with minimum 
quality standards experienced participation rates as low as 
30 petercent. 1everf-arel constrained programs, the average 
participation rates were 41 per cent imePLetsburg and: 49. per 
cent in Phoenix. Earlier in Section 4.3, the Participation 
rates in the unconstrained programs were compared with data 
assembled by Bendick with respect to a variety of social 


programs. The average participation rate of 46% PT eel 
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TABLE 4.4 


Participation Rates in the Demand Experiments, by Program 








Type 
Pittsburg Phoenix 

No restrictions 

Unconstrained 78 87 
Per cent of rent 82 90 
Minimum guality 

standard 
Minimum standards 30 45 
Low minimum rent 60 6 
High minimum rent 42 44 
Average minimum 

quality restrictions 4] 49 





SOURCE: Straszheim, p. 122 from Stephen D. Kennedy and Jean 
MacMillan, Draft Report on Participation under Alternative 
Housing Allowance Programs: Evidence from the Housing 
Allowance Demand Experience (Abt, October, 1979), pp. 24-25. 
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social programs reviewed by Bendick is roughly comparable to 


the participation rates found in the restricted housing 


programs found in Pittsburg and Phoenix. Nevertheless, the 
constrained programs experienced participation rates 
substantially below those of the unconstrained programs. 

The evidence, cited above, demonstrates that eligibility 
constraints lower participation rates substantially. The 
@istrrbution effects’ of "this reduced 5 aE LRETS 1 also 
depend on the patterns of participation across different 
types of households. Evidence from the demand experiment 
provides a comprehensive profile of the enrollment rates of 
households that strongly suggests that the characteristics of 


households were an important determinant of participation: 


Among socio-economic groups, enrollment rates were 
slightly higher for households whose members were 
younger, that had moved more often in the past 
tniree years, gor’ that received (weltare™ sor food 
stamps. Withl@the exceptions of slightly Slower 
enrollment rates for the lowest income class, 
income appeared uncorrelated with enrollment rates. 
isttraezneim, "1981, "p. &£22) 


The demand experiment also produced evidence on the sensiti- 
vity of enrollment to the size of the income transfer: 
The size of the income transfer affected enrollment 
rates. Enrollment rates were about 67 percent for 
households that were told to expect a subsidy of 
eniy isl0, about 87.percent for households that 
would receive $31 to’ $50 transfers, and ‘only 
marginally higher for those receiving . larger 
expected transfers. (Straszheim, ~p. 123) 
The supply experiment, as discussed above, was designed 
to simulate the market response by assuring assistance to a 


proportion of households which would approximate the coverage 


under an actual housing allowance program. Nevertheless, the 
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supply experiments do provide further useful evidence in the 
form: of descriptive statistics” about: theimedistributive 
effects of housing allowances. The supply experiments differ 
from the demand experiments ina number of dimensions which 
can be expected to affect participation tates. | First, mass 
publicity was used to make the public aware of the program in 
contrast to the individual outreach and interviewing in the 
demand experiments (Straszheim, 1981, p. 131). Further, the 
supply experiment was based on a less stringent housing 
Standard than used in the demand experiments. Finally, the 
supply experiment was directed to all eligible households in 
housing markets, rather than being confined to just a sample, 
as in the case of the demand experiment. Each of these 
factors probably contributed to raise the participation rates 
above those which would have occured under the conditions of 
the demand experiment. 

Table 4.5 presents the characteristics of the partici- 
pants in the supply experiment. As in the demand experiment, 
the elderly are under-represented. While the data shows that 
enrollment tended to be inversely related to income in 
general, though, low participation rates are found for the 
very lowest income groups. The figures on overall participa- 
tion show that, despite the favourable features of the supply 
experiment, the actual participation rates remained very low. 
In neither site of the supply experiment did the participa- 
tion rates exceed 45 percent of eligible households. 

The preceding discussion answers two questions. How 
much do eligibility constraints affect participation? Who 


participates? The answers to these questions contribute to 
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TABLE 4.5 


Profile of Participants in the Supply Experiment, 1978 
(Percent unless otherwise specified) 





Brown County, Wisconsin St. Joseph County, Ind. 
Household Eligible Eligible | 
characteristic population Participants population Participants 
Tenure 
Own op) 31 70 54 
Rent 47 69 30 46 
Age of household 
head 
Under 62 58 63 46 54 
62 or over 42 3/ 54 46 
Race of household 
head 
White 97 97 83 15 
Other 3 3 Ee 25 
Size of household 
1 Zs 43 30 45 
2 27 26 34 26 
3-4 25 24 Ze #24) 
5-6 16 6 9 6 
7 or more 9 2 5 uf 
Annual gross income 
1978 (dollars) 
Owners ira. a, 490 eas 4,604 
Renters Nees 4,646 eas 3,467 





SOURCES: Straszheim (1981) from p. 132. Eligible population from Lawrence 
W. Kozimor, Eligibility and Enrollment in the Housing Allowance Program: 
Brown and St. Joseph Counties through Year Two, Rand WN-9816-HUD (Rand 
Morn. elo 7S), pp. 17,.19,96, 100,106, 133, 143. Participants from Rand 
Corporation, Fifth Annual Report of the Housing Assistance Supply 
Experiment (Rand, June 1979), pp. 21, 23h 
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the assessment of the equity effects of imposing constraints 
ON O11G1 bidity; 

The reduced participation which results from eligibility 
constraints “affectsrhorizontal equity.cr The principle: or 
horizontal equity requires that the program reaches the 
entire target group. To the extent that some members of the 
target group do not participate means equals are not being 
treated equally. Even though an unconstrained program does 
not assure complete participation, the types of constraints 
which were introduced in the EHAP experiments have drastic 
effects on participation, sasei llustrated spy athe hes deiemin 
participation from approximately 90 per cent to less than 50 
per cent. 

The introduction of the eligibility constraints does not 
have, an even effect on Marticipationiwrates of «different 
groups. Households which are well-housed bear minor, if any 
costs, in meeting the requirements. Similarly, households 
which would be mobile in absence of the program are also able 
to adjust at little expense. The evidence suggests that the 
elderly and the very poor are among the least likely to 
fulfill the eligibility requirements. While such a pattern 
of participation appears to conflict with horizontal tequity, 
it also conflicts with vertical. equity. = Assistance: «isebaced 
on, other criterttas than erncome; AS a consequence, some 
households withtrelatively highy incomes: (canequaltityi shor 


assistance while other households with lower incomes do not. 
oe? Adequacy of Housing: Eligibility Constraint 


As discussed in Chapter 3, the adequacy of housing 


objective reflects a concern by policy makers with the 
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quality of housing occupied by the target groups. The intro- 


duction of mimimum standards, whether in terms of quality or 


expenditure, seemingly contributes to this goal. Such a 
Supposition would be correct if participation by the target 
group was unaffected by the standard. On the other hand, if 
a wnroesitiig *'s'tandand*"discourages* participation, its 
conseguences could be counterproductive in terms of the 
adequacy of housing objectives. 

The “adequacy of ‘income effects of ‘am eligibility 
constraint were examined in terms of two questions: 

1) How do constraints affect participation? 

2) Who participates? 
Similarly, thet“evidence of “the™etfects’ of “eligibility 
constraints on adequacy of housing can be summarized in terms 
of another question: what factors influence participation? 
For the group that gualifies through their existing housing, 
the answer is quite simple. They would ‘be’’expected “to 
qualphy, ati rates similarito households participating in 
unconstrained programs. The crucial question thus becomes 
the behaviour of households which would be ed_igaublevexcept 
for the quality of their existing housing. 

what factors would shape the decisions of Sitigioule 
households living in substandard housing? The choice 
involves a trade-off between the costs of meeting the minimum 
standard and the additional income to be gained from the 
housing allowance. The degree to which the household's 
current housing falls short of the minimum standard deter=- 
mines thé costs. Similarly, the household's current income, 
together with the design of the system of housing allowances, 


determine the benefits from the program. On theoretical 
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grounds, it is not possible to predict the patterns of parti- 
cipation in a housing allowance program by income Group. 
While the very poor clearly have the most to benefit from in 
terms of income support, this group also is the most likely 
to occupy substandard housing and to have to incur. the 
greatest expense in making their housing meet the standard. 

The EHAP experiments supply useful information about the 
participation of different types of households in housing 
allowance programs. Evidence on participation was derived 
primarily through the study of household behaviour under the 
demand experiment but some useful information was also 
developed from the supply experiments. 

Straszheim (1981, pp. 126-127) analyzes the findings of 
the demand experiment. He observes that a household's 
decision, to,upgrade, their housing to vmeet. the housing 
Standard is determined by the valuation of additional housing 
and not by the proportion of income already spent on housing. 
A further consideration influencing the choice are the 
nebocation sJandestransactions scdstssiotm finding adequate 
housing. In some cases, these costs can be avoided by 
bargaining with a landlord. Changing one's residence, on the 
other hand, may impose substantial psychic costs in terms of 
adjusting to a new neighbourhood and its environment. 

Straszheim summarizes the results from the EFEHAP demand 
experiment which were used by Kennedy and MacMillan (K-M) to 
analyze the participation for households that were eligible 
for a housing allowance program except for the failure of 
their initial housing to meet the minimum housing standard. 
The K-M study estimated a statistical eguation to show the 


separate effects of: 
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1) the size of payment, 


2) mie  ditference “between thes qualdty of "the 
household's current housing and the quality 
required to meet the minimum standard, 

3) the household's normal probability of moving. 


(Straszheim, 1981, pp. 127-29) 


With respect to the first two factors, Straszheim reports 


that increasing payment levels only had modest effects on 


pareicipation, but: 


Households whose housing quality was furthest from 

the minimum standards required in the housing gap 

plans were least likely to participate. (p. 129) 
Thestinal factor, the probability of moving, requires furcner 
discussion. Households vary with respect to the probability 
that they would move in any period, in the absence of a 
housing allowance. The fact that a household would move for 
other reasons makes it easier to conform to the standards 
required for the program because it would bear the costs of 
the move in any case. It must weigh only the additional 
costs of finding suitable accommodation against the benefits 
gained from the program. Households whieh did not’ intend to 
move face a more difficult choice. They must balance the 
total cost of the move against the benefits of the move. As 
K-M expected, households that were judged likely to move had 
a higher probability of participation than other households. 

While the evidence is indicative of the factors which 
influence participation in a constrained housing allowance 
program, it does not permit any speculation about the effects 


of a particular program. These effects depend on: 
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1) the type of constraint embodied in the program, 


2) the, benefit sy ttowhbesrg arnedart rom meeting the 
constraint, 


3) the condition of the housing occupied by the target 

group. 

The evidence from the experiments do suggest that 
eligibility requirements can have a substantial influence on 
participation. The effects of eligibility requirements on 
housing quality can be measured by the change in Gualityvoor 
housing of that group which i) did not qualify prior to the 
program and ii) altered their housing in order to qualify. 
The evidence suggests that many households can adjust their 
housing to qualify with little expenditure. On the other 
hand, the evidence also suggests that those households that 
choose not to qualify are those with low incomes and those 


that are most poorly housed. 
59-8 Effectiveness for Cost: Eligibility Constraint 


An eligibility constraint has quite different effects 
with respect to effectiveness for cost than does a rental 
constraint. The rent constraint provides assistance to 
exactly the same households as an unconstrained allowance but 
their benefits depend on actual rent. Ins (contrastwa an 
eligibility requirement excludes some households in the 
target group from receiving benefits because their housing 
fails to meet the standard. Nevertheless, the eligi bi lwvey 
constraint does nothing to affect the ability to confine 
Denefi.ts “wuemi oe tne Pal get. Oroup, so. that ond spill-over 
occurs. The need to establish eligibility for benefits does 


add to the administrative costs of the program. 
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The eligibility constraint complicates the analysis of 
the effectiveness of cost with respect to the adequacy of 


housing objectives. The problem arises because the effects 


depend on the height of the constraint. With a very low 
constraint, most households qualify on the basis of their 
original housing and, as a result, respond as they would to 
an unconstrained allowance. As the height of the constraint 
rises, fewer households gualify initially. Households will 
increase their housing expenditures somewhat in order to 
qualify. So at some stage, a constraint has a maximum effect 
on housing expenditure. Beyond that stage, raising the 
constraint reduces the number of households that choose to 
qual isty. ASeaAaresl Lt) cafters thissinpointy lithe fconstrained 
allowance causes fewer households to adjust their housing 
expenditures. 
The overall impact on housing expenditures resulting 
from a constrained housing allowance depends on 
iN) the proportion of households that gualify without 
adjusting their housing expenditures, 


Aci) the proportion of households that adjust their 
expenditures in order to qualify, 


ii) the households that choose not to qualify. 


Group i) receives the allowance but does not need to adjust 
its housing expenditures, whereas, group Li) must ancrease 
its housing expenditures to gain assistance. The larger is 
Group wii) ang the emaller is group) 2),, Ehewmore cost 
efficient will be the constrained housing allowance, in terms 
of achieving adequacy of housing. The relative size of these 
groups depends on a number of aspects of program design 


including size of benefits for each income group and the 
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nature of the constraint. Moreover, the effectiveness of the 
program will also depend on the quality of housing initally 


occupied by the target group. 


6.0 Housing Allowances and the Workings of the Rental 
Housing Market 


The redistributive effects of a demand policy would be 
nullified to the degree that the increased expenditures by 
recipients on housing raises the prevailing level of market 
rents.) The fear of such’ an unfavourable impacts has been 
source’ of criticism "of ‘housing “4 llowances: Hulchanski 


(1983), for example, declares: 


The most serious concern about a full-scale shelter 
allowance program is rent inflation.... because 
they directly and immediately stimulate demand 
rather than supply, permit more of the population 
to compete for the existing rental units, sWnwess 
there is a healthy vacancy rate and a supply of new 
affordable rental units coming on stream, normal 
market dynamics will lead to increased rent levels 
in general’, Si.ed, torial) | tenants. The shelter 
allowance subsidy, in this case, could simply pass 
through? the; tenant sto the Landlords W(p..46) 


It was precisely this concern which motivated the supply 
element of the EHAP experiments in the United States. The 
supply experiments were designed so as to ensure that the 
proportion of households that received benefits in the 
markets that were studied approximated the proportions which 
would receive benefits under an actual housing allowance 
program. 


The findings from the supply experiments were quite 


unexpected: 


There appear to have been no market efi eots 7 that 
is, the shift in market demand functions in the two 
experimental sites appears to have had no effect on 
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housing units in either market or in any submarket. 

(Mills and Sullivan, p. 254) 

The findings from the experimental sites were also compared 
with national and regional rent increases. Mills and 
Sullivan concluded: 

For each period for which data are available, rent 

inflation was less in both Brown and St. Joseph 

counties than in the national and regional 

averages. (p. 254) 

Theitreasons sfoirnithe *lackt tof any “impact “of Rousing 
allowances can be attributed to a weak response of housing 
demand to the housing allowances or to a very responsive 
supply of housing (Mills and Sullivan, p. 256). Barnett and 
Lowry (1979) offered one demand explanation and three supply 
explanations. The demand explanation suggests that the res- 
ponsiveness of housing demand to increases in income are 
smaller than have been previously expected. The supply 
explanations can be summarized as follows: 

- the gradual phasing in of the programs permitted 
supply side adjustments without an impact on 
rents 

- many dwellings could be improved to meet housing 
standards at relatively minor expense 

- increases in demand for housing do not increase 
market rents to any large degree until the stock 
of vacant units has been exhausted. (Mills and 
Sullivan, pp. 256-60) 

Steele (1985b) also examines evidence on the market 
effects of housing allowances. In addition, she suggests a 
further way in which the benefits of housing allowances could 
be dissipated in higher rents: 

Housing allowances may not increase the demand for 


housing, but the landlords of recipients exploit 
any limited monopoly power may have to increase 
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rents; For example, the landlord of an elderly 
widow, knowing she has increased income derived 
from the allowance program and knowing that for her 
the cost of moving, broadly interpreted, is very 
greats may einmereas é— hex: ! remits. Hemtihusisgetis 
increased revenue without the turnover costs 
usually associated} withsaits dpatbh) 


Steele (1985b) uses evidence from a housing allowance program 
in Manitoba with respect to recipients who did not move in 
the first eighteen months of the program and concluded: 
In the case of both family and elderly recipients 
the rate of increase was less than the rate of rent 
inflation as indicated by the rental component of 
the CPIs) ~Vernryuc lear ly evandlondssdidenotte xpiiout 
the housing allowance. Very clearly the housing 
allowances did not simply pass through to the 
Dandlord. ip... 16) 
This evidence suggests the problem of OX Pow tareoO n= "Dy. 
landlords is likely to be minor. 
Steele (1985b) also suggests that the market impacts of 
housing allowances will also be small: 
Impressive and yet important evidence on rent 
inflation is found in the patterns of program costs 
over, time. If the housing allowance programs 
induced market rents, overall, to rise, or market 
rents in the low end of the market to do Ssorror it 
the programs induced landlords to exploit allowance 
tenants, program costs would be expected to rise 
greatly over time. (p. 18) 
Steele then compares the overall costs of programs over time 
and concludes: 


But [in data shown] they did not. Indeed they rose 
by about the rate-of int lation. (ps 18) 


6.1 Expectations of Full Programs 


Hulchanski (1983) is extremely critical of the interpre- 


tations of the evidence on impacts on rent which extrapolate 
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predictions about the effects of a full housing allowance 


program: 


Unfortunately, some of the evaluations of the U.S. 
Supply experiment automatically conclude that a 
national program will also’ be’ successful (i.e, 
have minimum impact on the housing market). This 
conclusion is often supported by reference to the 
British program, which also has had a minimum 
impact in terms of recent inflation. Neither 
program seems to have had a detrimental impact on 


local housing markets. (p. 24) 
He argues that these conclusions derived from experiments 


cannot be applied to a national program because of their 


limited coverage: 


ASeof 1977, the U.S. program only assistedr2i7 500 
households across 12 EHAP communities, many of 
which had high vacancy rates. In Britain, only 200 
households were participating in the Rent Allowance 
Program across the entire nation. It appears that 
the U.S....program will have assisted a total of 
30,000 households, and not all at the same time, 
during its decade of existence. This is a large 
number for an experiment but it is insignificant in 
terms of measuring market impacts. (pp. 24-25) 


While Hulchanski is quite correct in arguing that the numbers 
involved in the EHAP experiments were small, his criticism 
overlooks an important feature of the designs of the experi- 
ments. The demand experiments did cover only a small 
proportion of their respective housing markets. The supply 
experiments, in contrast, were designed “spaecitically to 
measure the impact of a “saturation" program in which the 
proportion of households would approximate the proportion in 
an actual program. As Mills and Sullivan (1981) report: 

In Brown County, 16 percent of renters received 

program payments in 1978, and payments equalled 7 


percent of countywide rent payments. LT ote Joseph 
County, 12 percent of renters received payments, 
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and payments egualled 6 percent of countywide rent 
payments.clpe,254)) 


Moreover they argue: 


The data just cited imply that the additions to 
incomes of renters from the program were substan- 
tial in both counties and that the effect on 
housing rents, at least in certain submarkets, 
might have been considerable. Whatever effect was 
to,-result had. presumably materialized, by«1978. 
Enrollments had stabilized by then, and the largest 
effects probably occurred in the short run, before 
Supplies had had a chance to adjust. (p. 254) 


Thus, it appears the two supply experiments appear to have 
been designed to avoid the criticism levied by Hulchanski 
that the numbers involved in the experiments were too small 
to simulate an actual housing allowance program. 

Hulchanski also argues that the experiments failed to 


Capture the impact of a housing allowance on a tight housing 


market. He cites Clayton's (1980) argument: 


That the two markets covered by MASSE were not 
representative of) the genera lly Od tighterrental 
markets which prevail in many Canadian centres. The 
two markets, Brown County and St. Joseph County, 
had vacancy rates of 5.1 percent and 10.6 percent 
respectively. This ‘compares withe the whighr 543 
percent (London), low of .1 percemt (Vancouver and 
Victoria) and average vacancy rate in Canadian 
metropolitan, areas of -2.5. percent... At best, the 
MASSE experience appears to be relevant only to 
soft markets in Canada. (p. 13) 


This argument does create some concern about the CuUrrernc 
applicability of the experimental data for many areas in 
Ontabtos 4 Sti lie thessignificant findingi of the experiment 
did not relate to the impact of increased demand on the 
rental housing market. The housing allowances influenced the 


demand for housing to only a limited degree. The condition 


of the housing market does not matter if housing allowances 
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have only minor effects on the demand for rental housing. 
The problem might be exacerbated if the rental allowance 


produced a greater incentive for housing expenditure by 


havings its benefits tied to actual housing expenditures. 
7.0 Rent Gouging 


A demand augmenting policy, by itself, can do nothing to 
prevent rent gouging of the type where an uninformed house- 
hold pays higher than prevailing market rents for rental 
accommodation. Such a program can, at best, ameliorate the 
burden of a tenant household that is being gouged by their 
landlord by increasing the level of assistance to reflect the 
level of rent. 

Although housing allowances can serve to insulate house- 
holds from rent gouging, this rationale is rarely used for 
their defence. Presumably, transferring the cost of gouging 
to taxpayers is not seen as the most constructive solution to 
the problem. Direct restrictions of gouging may be 
preferred. However,< -iieithesprobvem Diierent gouging in 
response to housing A lshowances lbs aminor,iethe icostaof 
maintaining effective restrictions may not be warranted, 
pantucu lard yy ify thesburdensfor the most vulnerable tenant 
households is alleviated by a general subsidy program such as 


a housing allowance. 


8.0 Security of Tenure 


Demand programs offer households additional security of 
tenure in anumber of ways. Ina very general way, a policy 
which increases household income makes any beveimot housing 


more affordable. The effects of some demand programs go 
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beyond this effect to protect the household from insecurity 
of tenure resulting from periods of decreased income and from 
unfavourable housing market developments. 

Most forms of demand subsidies, including housing 
allowances, depend on the relationship between income and 
some standard of rental expenditure. Decreases in income, 
depending on the period over which the income criterion is 
calculated, trigger an adjustment in the assistance received 
by the household. This increased benefit makes it easier for 
the household to maintain its current accommodation despite 
its decreased income. 

A demand program can also help to preserve securityrot 
tenure in the face of escalating rents. In effect, Suchran 
increase in rent levels represents a decrease in real income 
to the household. Unrestricted housing allowances which 
depend on prevailing housing costs can also be designed to 
respond to changes in market rents. An allowance indexed to 
market rents is likely, however, to be adjusted to reflect 


local conditions only with some delay. 


9.0 Economic Efficiency 


An unrestricted housing allowance has relatively minor 
effects on economic efficiency compared to most other housing 
programs. Any effects of unrestricted housing allowances on 
information and transactions costs sare» likely, sto be 
Lis dciniet cen te The: Jon ly “ettect.onight’ anisevebecause 
households receiving housing allowances will be able to 
afford a wide range of choices and will not have to incur as 
great information and transactions costs in order to find 


Suitable accommodation. 
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Unrestricted housing allowance programs are also 


efficient with respect to housing use because they are based 
on representative housing »scostsi! They are;*anveffect, van 
unconstrained income transfer and can be spent in any way the 
household chooses. As a consequence, the household's 
valuation of the transfer is higher than it would be if 
constrained. 

A further dimension of economic efficiency is the 
efficiency with which the housing stock is used. A program 
leads to inefficient use of housing to the extent that 
households face rental housing prices which do not reflect 
the actual costs of supplying the housing. Households 
overconsume housing when the costs to them of using housing 
are less than the actual costs of supplying the housing. 
With an unrestricted housing allowance, the benefits to the 
household depend on the representative costs of housing, but 
not on the actual housing expenses of the households. Thus, 
the household's costs of rental housing are not directly 
subsidized and reflect the actual costs of supplying the 
housing. The design of an unrestricted housing allowance 
does not, as a consequence, provide any incent ilvei for! the 
household to overconsume housing. 

The introduction of either an expenditure or quantity 
constraint into a housing allowance program can have 
substantial effects with respect to economic efficiency. The 
effects of each of these constraints are sufficiently 
different from one another that they should be treated 
separately. 

An expenditure constraint ties the assistance received 


by a household to some proportion: iof othe actual rental 
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payments made by that household. As discussed earlier in 
Section 5.3, this type of housing allowance reduces the 
effective erent) pad dieby _themmhouseho bar The expenditure 
constraint converts the housing allowance from a pure income 
transfer into a subsidy to consumption of rental housing. 

Such a subsidy to rental consumption has a number of 
detrimental effects in terms of economic efficiency. 
Households are induced to consume more rental housing than 
they would otherwise. With the housing subsidy, households 
will have a greater incentive to occupy larger and better 
quality housing units. Moreover, the presence of a subsidy 
to rental housing will alter decisions by households with 
respect to renting versus buying their accommodation. 

Economic efficiency requires that people's valuation at 
the margin of what they consume equal the costs at the 
margin, of producing that consumption. The presence of a 
subsidy prevents attainment of that equality. Recipients of 
expenditure constrained allowances do not value their 
additional housing as much as its costs because they ido: tot 
bear the whole cost of this housing. Thus, an expenditure 
constrained housing allowance leads to a loss of economic 
efficiency relative to other means of transferring siincomerito 
thes target <groups. 

The analysis of housing allowances with a quan eirty 
constraint is more complicated. For those households which 
qualify in advance, the quantity constraint does not have any 
effectsy ons efficiency, Other households, however, are 
required to improve their housing in order to qualify. et rhe 
decision which must be made by these households requires the 


comparison of the additional expenditure on housing that they 
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are required to undertake with the benefits of i) better 
quality housing and ii) the assistance received from the 
allowance. In these circumstances, the value to the 
household of the additional housing that it is forced to 
consume may be small relative to its costs if the addition 
permats the ‘household to gain ‘substantial “assistance. 
Conceivably, the household may even rent additional housing 
which, in itself, does not offer any benefit to the household 
other than qualifying for assistance. 

The detrimental effects on economic efficiency of a 
Minimum quantity "of “housing +constraint “are dirErcurt to 
determine except on a case by case basis. For the households 
that already do qualify, the allowance is like a pure income 
transfer and does not affect housing decisions. For other 
households which do not qualify initially, the constrained 
housing allowance may be a substantial factor distorting 


their consumption patterns. 


10.0 Administrative Efficiency 
Poet  “Direct.sCosts 


The administrative structure required for a demand 
program depends substantially on Lis voharacterist rcs. 
Kershaw and Williams (1981), in their study of the adminis-— 
trative lessons of the housing experiments, identify FOUL 
administrative! £uncttorns: i)®outreach, 11) supporting 
services, iii) inspection and iv) certification. All housing 
allowances, regardless of design, must incorporate the 
outreach and certification functions. Outreach is used to 


identify and inform the eligible population so that they 
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apply for benefits. Certification refers to the determina- 
tion for eligibility for benefits under the program on the 
basis of income and family size. Certification is not only 
required at the time of entry but it is also required to 
establish continuing eligibility for benefits and also the 
Size of benefits. Supporting services and inspection are 
reguired only for programs which either limit benefits to 
actual expenditures on rental housing or require the house- 
hold to occupy minimum standard housing. The supportive 
services are provided to assist applicants in meeting the 
requirements of the program. Inspection is required only in 
programs with a minimum housing requirement to ensure that 
applicants occupy housing that meets the required standard. 

The administrative experiments conducted in the United 
States provide a source of information with respect to the 
costs of operating a housing allowance program. Table 4.6 
presents the median costs of administering the experimental 
housing allowance program. As can be seen, enrollment costs 
averaged $253 per recipient and maintenance costs, $205 per 
year per recipient. 

Aaron (1981) provides a different perspective on the 
administrative costs under the experimental housing programs 
and its relation to the costs of other assistance programs: 

A freestanding housing allowance program would 

incur administrative costs estimated at 23 per cent 

of total program costs. Average administrative 

costs under existing welfare programs run about 10 

per cent of program expenditures. (p. 83) 

TNesreason Lormethi saudi rtorence:, however, should be made 


clear: 
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TABLE 4.6 


Median Administrative Costs in Eight Administrative Agency 
Experiment Sites, 1976 dollars 


a ene poet eenptieneeeneenenengeengnnee 


Direct intake costs 
per recipient 


Outreach 15 
Screening 13 
Certification 8 
Enrollment 14 
Services 13 
Inspection 15 
Total direct ae 

intake costs 78 


Total intake costs 
Vincluding indirect costs) 293 


Direct maintenance costs 
per recipient 


Payment operations 1B 
Recertification 16 
Reinspection 7 
Services 34 
Total direct 

maintenance costs 70 


Total maintenance 
eositseWiznecluding 
indirect costs) 205 


wee eee ee 


SOURCE: Kershaw and Williams (1981), p. 326-27. 
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Administrative costs associated with the housing 
allowance experiments were smaller per case... The 
explanation for this minor paradox is that payments 

per case under the housing allowance experiments 

were much smaller - $64 to $81 per month - than 

average AFDC payments - $256 a month. (p. 83) 

A number of features of this evidence on the costs of 
housing allowances limit its usefulness for guidance on the 
cost of administering similar housing allowance programs in 
Ontario. The administration of the experiments posed 
problems that could be avoided or more readily overcome in a 
permanent program. For example, the experimental programs 
faced higher costs of attracting participants than would be 
expected for a permanent program. The “duration .otseie 
experimental programs limited the life-time valte to 
households from qualifying for the program. Moreover, the 
period over which households could discover the program and 
learn about the means for qualifying for benefits was 
Strictly ©damited, A continuing program would have the 
advantage of a learning period over which households will 
become familiar with the nature of the program, whether 
eligible or not. Some households would thus know about the 
program at the time of any change in circumstances which made 
them eligible. 

The geographical coverage of the experiments also 
limited the means that could be used for publ tering the 
program. Each of the experiments was limited to a Single 
urban centre, making many forms of publicity inefficient or 
impractical. -Arfulietledgedsprogram-on a provincial basis 
would have a wider range of media for reaching 'thestargét 


population. 
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It is clear that housing allowances vary substantially 


in terms of the administrative apparatus required to imple- 


ment and administer them. Unconstrained housing allowances 


require that the eligibility of households for assistance can 
be established in terms of income and family size. - They 
share these characteristics with many other social assistance 
programs. The addition of a rent requirement, which bases 
assistance on actual rent paid, requires further information 
in terms of rental expenditures by households in order to 
establish any household's entitlement to assistance. Unlike 
income, rental expenditures are unlikely to be collected as a 
Matter of course in other social programs. Finally, fan 
allowance program with a minimum physical standard would 
require an even more elaborate administrative mechanism. In 
addition to whatever is necessary to establish the eligibi- 
Hityuoty. households; the! program mwouldréalso require 
specialized staff with the qualifications necessary to 
inspect the housing occupied by program participants and 
verify that it meets the standard. 

Another thing that needs to be considered is the ability 
to economize on administrative cost by combining the 
administration of housing allowances with other progams. The 
experiments do not supply any information on the economies 
which could be realized by doing this. The possibilities 
vary @according®ito: the’ featuresof the housing allowance 
program. For example, a program without expenditure or 
housing constraints could be coordinated with the income tax 
system. Complete integration, however, is ‘unattractive for 
several reasons. The nature of the personal income tax 


system neither facilitates the frequency of payment required 


258 


for a program of income maintenance nor the ability of the 
program to respond to changing needs of households. Reliance 
on the income tax system would also limit the ability of the 
program to reach those households which do not file income 
tax,.returns. »-Thismshortcoming (isequiltte serious? 'forsohie 
group comprises a key part of the target group. A program 
with either an expenditure constraint or a minimum standard 
for housing would be even more difficult to integrate with 
the tax system. 

As an alternative, the demand program could be inte- 
grated with other income support programs such as welfare. 
The two programs appear to serve clientele which overlap 
extensively. However, the program may be intended to serve a 
group such as low-income working families which is beyond 
those households receiving welfare. In addition, to the 
extent to which the demand program included housing 
requirements, some addition would have to be made to the 


administrative apparatus currently used for welfare. 


10.2 -Indirecticosts of Administration 


Demand programs also differ in terms of the indirect 
costs imposed on the public through the administrative 
mechanism. They generally require households to take the 
necessary steps required to establish?! and maintains theiz 
eligibility for benefits. An unrestricted assistance program 
does not make any further demands on participants. They have 
neither to document their housing expenditures’ nor*to 
demonstrate the quality of the housing that they occupy. The 
othereitypes fofisprograms do. An expenditure requirement 


forces households to document their housing expenditures, 
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whereas, a housing standard may require households to 
document the quality of their housing. Households which 


occupy substandard housing face higher costs. They must 
either take steps to have their housing improved or they must 


search out alternative housing that meets the standard. 


1023 1 eF Lexibdality 


Demand policies permit a wide degree of flexibility to 
policy makers in adapting to changing needs with respect to 
adequacy of income. If they decide that a greater level of 
Support is required at an aggregate level, they can adjust 
the formula on which the allowances are based. Similarly, 
the changing needs of individual households can be readily 
taken into: account in the formula. The responsiveness of 
housing allowances' benefits depends on the frequency with 
which revisions are made to the income and rental expendi- 
tures used in calculating benefits. While the same 
Blextbility.of.ipolicy, is .availablegwith, nespect, Co )the 
housing adequacy goal, individual beneficiaries may be able 
to adjust to changing housing needs but the policy is only 
able to affect the size and nature of the housing stock over 


bheowWong, .cun. 


11.0 Community Needs 


Demand programs provide a greater epportumity, for 
households to make their own choices about housing than 
public housing or rental support programs. In these 
programs, the participants have only the choice of limited 
locations and as a result are separated from the rest of the 


community. Housing allowances are, thus, consistent with the 
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goal of encouraging diversity within and between local 


communities. 


P20 Feasibility 


12.1 Level of Government 


A demand program could be implemented by either che 
federal or a provincial government but would face more 
serious problems at the local level. A major problem with 
the implementation of housing allowances at the municipal 
level arises from the mobility of households. On the one 
hand, households will be attracted toward local governments 
which offer more generous housing benefits, increasing the 
costs to local taxpayers from supplying this benefit. On the 
other hand, housing allowance programs conducted by Local 
governments will reduce the choice of households to those 
rental units available within the jurisdiction of the local 


government. 
12.2 Cooperation Among Governments 


In theory, an unrestricted demand policy can be 
implemented by either the federal or Dy provincial 
governments without the cooperation of other levels of 
government because the assistance is paid directly to house- 


holds. 
123s ePoliticals Support 


One type of demand policy, the housing allowance, in one 
form or another, has gained much SUDDOLE froma Varstetcy of 


sources including the Ontario Economic Council, the Canadian 
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Association of Homebuilders, Dennis and Fish in the report of 
the Low-Income Housing Task Force and the Canadian Council on 
Social Development. Yet as discussed earlier, housing 
allowance programs differ and each form of housing allowance 
has a different base of support. 

The political appeal of an unconstrained housing 
allowance is probably least among the different forms of 
housing allowances. Undoubtedly, it would gain support of 
the target groups because it provides an income transfer 
which is unconstrained by spending requirements. Such an 
income transfer, as discussed above, is valued more highly 
per dollar of cost than a restricted transfer which is, in 
effect, a transfer in kind. 

The other important constituencies for housing policy 
include developers and landlords. An unrestricted housing 
allowance offers less appeal to this group because the lack 
of any constraint means that only a minor portion of the 
benefits from these programs would end up being spent on 
rental housing. Any appeal to this group must depend on the 
Widirece benehPES- rt offers. To the’ extent that’ an 
unrestricted housing allowance can reduce concern about 
affordability through raising incomes of target households, 
through insulating households from rent gouging and through 
helping to ensure security of tenure, they may be viewed as 
reducing the need for rent regulation. Landlords would 
likely support a substitution of housing allowances for rent 
review because it shifts the burden of subsidizing affordable 
housing from them to taxpayers at large. The developers' 
interest in an unrestricted housing allowance is similar; the 


demand for construction of new rental housing would likely 
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increase if the introduction of housing allowances permitted 
reduced reliance on rent regulation. 

The final ,interest, group ,concernedsewpthohoud ing 
al lLowances,. consis t,s).of..ta xpa yeas) fatemdemes avy The 
introduction of most demand policies, including housing 
allowances, would have to be financed from general revenues. 
Thus,.. the, substitution of. -housing ,allewances .fouwrent 
regulation as the chosen instrument for addressing the 
affordability objective would consist of a substitution of a 
program financed by general taxes for a program financed by 
mveaxes” on landlords, in, the. form of ta, sestrictions omatine 
rents they are permitted to charge.(10) Despite the equity 
considerations in such a change, taxpayers are unlikely to be 
enthusiastic about this additional charge on general 
revenues. 

Political «support, for. demand..punpposesamay wanisorrbe 
affected by the, controllability of the costs of new programs 
being. considered <for pimp lementation. This issue is 
particularly relevant because the experience with demand 
policies such as housing allowances in Canada has been very 
limited. Furthermore, a general wariness can be expected 
Since the introduction of social programs frequently reveals 
consequences that were unanticipated by policy makers at the 
planning stages. In particular, programs become more 
expensive than anticipated because of unexpectedly high 
participation rates or because the benefits are increased 
Over time. This consideration is especially important for 
housing allowances as compared to other programs which are 
based on expenditures from budget allocations. Policy makers 


set the parameters of a housing allowance program but the 
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actual cost is uncertain in that it depends on unknowns such 


as the response of the target groups. 


3.0 Scaie of Costs 


Table 4.7 provides a summary of several estimates of the 


cost of housing allowances for Canada. Those estimates cover 


such a broad range that they offer little guidance for policy 


makers. 


The first and most widely cited estimate of the cost of 
a housing allowance is the CMHC (1980) estimate. Apparently, 


this estimate referred to housing allowance assistance based 


on a "housing gap" formula of the form: 
S = a (R-byY) 


whenersStistthe lallowance, mia” isrthesperscentiot 
the housing gap paid in the form of an allowance, 
"R" is the program client's rent payment, "b" is 
thes nequiredtfcontribution erate, and, 7%" “wer ithe 
client's income. (Falk, 1982, p. 11) 


Thee benefits rate, a; was set at 0.75 and the required 


contribution rate was 0.3. 


Clayton has described CMHC's method in more detail: 


The methodology employed in making this estimate 
was to examine the current housing expenditure and 
incomes of Canadian households. Fornethose 
households whose housing expenditure was less than 
30 per cent of current income a subsidyitcost of$0 
was computed. For households spending in excess of 
30 per cent of income on shelter, 75 per cent of 
the excess was imputed as the subsidy cost. The 
major assumption employed in using this procedure 
is that households will not increase housing 
consumption as a result of the subsidy. (Clayton, 
YOS15) p.2309 


This estimate suggests that a housing allowance of this scope 


would cost $400 million on a national basis. 
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TABLE 4.7 


Estimated Cost of Housing Allowance Programs 


I a a 


Estimated Cost 


Source 


Comment 


er ee ec ee 


$400 million 


$4 billion 


S72. limi Lion-s(9 S08) 

$299 million (1984) 

Si Osi Lion 
(restricted 
eligibility) 


Sll0amillion.(1980)) 
with 100 percent 
participation 

$77 million (1980) 
with 70 percent 
participation 


$600 to $700 million 


CMHC (1980) 


Clayton (1981) 


Steele (1985) 


Steele (1985b) 


Clayton (1984) 


Static assumptions 


Simulation model to 
incorporate dynamic 
response in the 
market 


Static assumptions 


with a 60 percent 
participation rate 


Ontario only 


————— ee SS eee ee 
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Steele (1984) makes a useful distinction between static 


estimates and simulation estimates of the costs of housing 


allowances. Static estimates are calculated "under the 


assumption that behaviour in the housing is unaffected by the 


allowance" (p. 6) whereas simulation estimates are designed 


"to take into account behavioural response and feedbacks from 


the yweest ofothes economy p.! 6). 


Clayton (1981) developed the first simulation study of 
the costs of housing allowance programs to overcome the 
limitations of CMHC's static estimates. He uses the simula- 
tion model to derive alternative estimates of the program 
costs relative to the bench mark of the CMHC estimates and 


concludes: 


When the comparison was made it was found that the 
long run annual cost estimate for the six cities 
waisee 10220 triimeskitheliicost tes timatetunder the 
assumption that no program induced housing consump- 
tion effects take place. (Clayton, 1981, p. 30) 


He attributes the difference to two basic reasons: 


First, average subsidies with the no response 
assumption are significantly less than the average 
subsidies after households increase housing 
consumption in response to the program. Second, 
participation rates are significantly less with the 
no response assumption relative to a situation 
where program induced consumption effects are taken 
into account. The results of the model indicate 
that many households with a pre-expenditure to 
increase ratio of less than 30 per cent increase 
consumption in order to take advantage of the 
subsidy. (Clayton, 1981, p. 30) 


Clayton recogniizedethabajthe predictions olf (ithite 
simulation differed substantially from the results of the 
similar housing experiments in the United States. Comparison 


of the simulations of the U.S. programs for the Canadian 
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cities with experiment experience in the U.S. shows that the 


Simulation models produce overestimates. Clayton concluded: 


Even if the model estimates are 3 times in excess 
of actual costs which can be expected), Sites tii 
Suggests that the long run annual costs will be 
over 3 times in excess of the "no response" cost 
estimates made by CMHG (1981, p. 31) 


More recently, Clayton (1984) has supplied more moderate 
estimates of the costs of housing allowances. He states: 

From discussions with knowledgeable officials and 

researchers, the annual cost for a shelter 

allowance program based ona payment equal to 75 

per cent of the gap between 30 per cent of income 

and a constrained maximum rent is likely to ‘be 

2000-5700! midi onlin. Bev) 

The difference between these estimates and his 1981 results 
seems to be attributable to constraints on eds gGudbikli ty. 
Unfortunately, few details are provided on the techniques 
used to derive these later estimates. 

Steele (1985b) has presented an alternative estimate for 
the costs of housing allowance Programs ’which divescuwa 
dramatically different perspective on the costs of housing 
allowances to governments. Her estimates are based on the 
following assumptions: 

- rental gap program with support based on 75 per 


cent of the gap between actual rent and 30 per 
centazof 4hncome 
- maximum (threshold) rent for calculating support 
- participation rate of 60 per cent of those 
eligible 


- no behavioural response. (Steele, LIS oD Doe ae 
Ty) 


She finds that: 


The total cost for 98.03. US iti mil tion? is only 
about half the CMHC estimate for: 19980... The cost 
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rises between 1982 and 1984 but the cost in 1984, 
at $299 Million, is only about half the Clayton 
estimate for 1984. Furthermore if only families 
and the elderly were eligible the 1984 costs would 
be about $170 million, or 4 per cent of the cost of 
CHEOGiIseland Child (Taxi Crediteeinitiges. steele, 


POSSDiy rp. «8 

In another study, Steele (1985a) presents similar 
estimates for housing allowance programs for Ontario alone 
using an upper threshold rate of the 33rd percentile rent for 
Ontario urban areas of 100,000 or more people, and the same 
assumptions for determination of benefits as in her estimates 
for Canada. Steele finds the costs for 1980 would have been 
$110 million assuming 100 per cent participation and just $77 
million assuming 70 per cent participation. 

The wide range of cost estimates for housing allowances 
poses a dilemma for the policy maker. Unlike programs such 
as public housing, the costs of a housing allowance program 
cannot be constrained by budget allocation. They can only be 
constrained by changing the dimensions of the program in 
terms of the percentage of gap made up by the allowance, the 
share of income paid in rents by participants and the upper 
threshold to rent. 

Although the extreme estimates of Clayton (1981) now 
seem to have been overestimated by several orders of magni- 
tude, a wide range of estimates remains. The experiments in 
the United States and evidence from provincial programs have 
suggested that the response to housing allowances 1s: Likely 
to be limited. Nevertheless, despite the decreasing differ- 
ence among experts, the remaining range from SGO0smidlion £0 


$200 million for Canada-wide program, and proportionately 
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less for an Ontario program (perhaps 30%), still leaves much 
uncertainty for policy makers. 

These cost estimates for housing allowances are diffi- 
cult to assess in isolation. They do give some indication of 
the costs of va shousing allowance, but, at the same time, they 
leave unanswered any comparison of the costs with those of 
alternative ways of achieving the same end. The whole ap- 
proach of this study has been comparative in that a variety 
of alternative approaches are under review. A further com- 
parison of the costs of housing allowances will be presented 
in chapter 7. There, attention will be directed to what is 
gained for the cost through different approaches. 

We have now completed our first review of a generic 
housing policy using the framework developed in chapter 3. 
Housing allowances were assessed in the present chapter as 
representative of rental housing policies which are demand 
augmenting. We now turn our attention to applying the same 
evaluation criteria to a second category, supply augmenting 


policies, 
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Notes to Chapter 4 


joe 


(3) 


(4) 


cs) 


(6) 


(7) 


(9) 


(10) 


A housing allowance of this form provided a benchmark 
for comparison of the other programs under the demand 


experiments carried out in the United States (ta be 
described in more detail below). 


Conceptually, the most stringent requirement could be 
considered to occur in a program where government 
assistance is provided to new housing on the condition 
that units be set aside for qualifying tenants receiving 
feduced rent. In this paper, that type of program is 
treated as supply variant of market augmenting policies, 
however. See Chapter 5. 


The following discussion of the demand experiments is 


based on Freidman and Weinberg (1982) and Allen, Fitts 
and Glatt (1981). 


Note that the unconstrained allowance was a housing 
allowance in name only. It can be considered more 
accurately as a pure income transfer equivalent to a 
negative income tax. A similar interpretation could be 
placed on the transfers to households that met the 
housing requirement prior to enrollment in the experi- 
ment. 


This discussion of the supply experiment is drawn from 
Allen, Fitts and Glatt (1981). 


The net benefit of housing allowances to recipient 
households may still be positive even though the housing 
allowance increases rent levels without any increase in 
the supply of housing. One element of benefit consists 
of any transfers received and not spent on housing. In 
addition, increased expenditure on housing does gain 
additional housing for the recipients. The elasticity 
Of siipply means that. the (recipients displace other 


tenants from housing through their improved ability to 
pay more. 


The evidence on the responsiveness of the supply of 
rental housing to rent levels is discussed in Appendix 1 
to Chapter /. 


For the purpose of simplicity, this comparison abstracts 
from such problems at the number of people in the house- 
hold and the age of the people in the household. 


Other evidence suggests that the elasticity of demand 
for housing may be even more elastic. See Polinsky and 
Priwood 6610990). for a discussion of the biases 
incorporated in studies of the demand for housing. 


This concern could be reduced to the degree that the 
taxpayers believe that the effects of rent controls on 
the supply of rental housing have caused additional 
government expenditures in terms of rental assistance, 
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tax concessions to developers and expenditures on direct 
Supply. 
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CHAPTER 5: ASSESSMENT OF RENTAL HOUSING POLICIES: 


SUPPLY POLICIES 


Poot iIntrodiiction 


All policies that have the proximate effect of altering 
landlords' incentives to lower their Eents,, [GO offer more 
units for rent at existing levels of rent or some combination 
of the two can be classed as market augmenting policies which 
work through supply. The government can supply subsidies to 
rental housing in a variety of different ways. The simplest 
and most direct approach to the subsidy of rental housing is 
Ene direct payment of Subsidy to builders or potential 
landlords for each rental unit that they make available to 
tenants. Such a subsidy can occur at the development stage 
Or the rental project in the form of a subsidy of pant ofthe 
Capital expenditures or it can be a continuing payment toa 
landlord for the supply of specified units to the market. 
Such subsidies can be regarded as general subsidies if there 
Henne Condition attached to the subsidy. Frequently 
subsidies are conditional in that the subsidy is paid only if 
the builder or landlord satisfy specified conditions. Among 
the conditions which have been required to qualify for a 
subsidy include the level of rent, the type of tenant, or the 
organizational form through which the housing is supplied. 

Less direct approaches to subsidizing rental shousing 
work through the tax system or the provision of credit on 
favourable terms. A subsidy would arise from taxation 
whenever the tax treatment of some activity differs from the 
general treatment of economic activity.(1) Credit subsidies 


can be achieved through supplying credit at below the market 
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rates for comparable projects or through granting government 
guarantees to private projects. Each of these dirterei-t 
types of supply policies could be examined separate lLy.n7 This 
strategy is not followed in this study. Rather, several 
selected policies are evaluated as representatives, of the 
genus. This limited scope is achieved at some costs. No 
comment can be made about the detailed intricacies of the 
workings of all the individual policies. On the other hand, 
the broad determinants of the effects of the different types 


of policies will be essentially the same. 


2.0 The Workings of General Subsidy Programs 


The proximate effect of a general subsidy program is to 
lower the cost of Supplying rental housing to potential 
landlords. While the proximate effect of such programs is 
clear, the ultimate effects May diftter substantialiiy 
depending on the workings of the housing market. In order to 
focus upon the factors which determine the impact of subsi- 
dies on the quantity of rental housing and level of market 
rents, the workings of the market for rental housing are 
analyzed under a variety of assumptions about the demand for 
and supply of rental housing. 

A general substrdy to rental housing works by reducing 
the costs to landlords of Supplying rental housing. While 
the subsidy can take the form of either a grant to cover the 
Capital costs or a Subsidy to meet operating expenses, in 
either case it can be represented either as capital sumor an 
annual flow. For present Purposes a general subsidy will be 
treated as a flow in the form of a reduction in the rent 


needed by landlords to Supply a given quantity of rental 
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housing. The analysis will treat the two extreme cases of 


fixed supply (a Supply Sonplétely "nresponsice to market 
rent) and perfectly responsive BUPPLY “ih addition. co. an 
intermediate case where additional rental housing can be 
stimulated by higher levels of market rents. (2) 

The extreme case of fixed supply is very simple to 
analyze in that its existence implies that the availabili- 
ty of rental housing is completely independent of the 
prevailing level of market rents, as shown in Figure 5.la). 
The prospect of a subsidy, as a consequence, does nothing to 
encourage landlords to increase the supply of housing. By 
the same token, the government should not have to make any 
expenditures for subsidies on rental housing.(3) A fixed 
supply of rental housing is unlikely to be descriptive on 
actual housing markets except in usual circumstances. 

A subsidy for rental housing has its greatest impact on 
the availability of rental units and on the level of market 
rents when rental housing is completely responsive to the 
level of market rents. As shown in Figure 5.1b), the subsidy 
shifts the supply curve for rental housing by the annual 


value of the subsidy. As can be seen from the comparison of 


Byand D2, eLigure. theneffects of the subsidy on market rents 


are independent of the nature of the demand for housing 
because the market rent is determined by the horizontal 
supply curve. In contrast, the effects of the subsidy on the 
Giantigynomentalywbousing depend on the demand curve for 
housing. As shown in panel b), the subsidy produces a large 
addition to the stock of rental housing when the demand curve 


is more responsive to the levels of market rent. 
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Figure 5.1la) 


The Effects of General Subsidies: Fixed Supply 


Rent S = S) 
R ss =e ST 2S =P a=sBP a=B aD 
my 
an 
Qe Quantity of | 
rental units 
S : supply before subsidy 
S$] Supply after subsidy 
Dy demand for rental units - unresponsive to rents 
D2 : demand for rental units - responsive to rents 


R : rent before and after subsidy 


Qe guantity of rental housing supplied 
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Figure 5.1b) 


The Effects of General Subsidies: 
Completely Responsive Supply 


Rent 


S : supply before subsidy 


S; : supply after subsidy 


S1 


D2 


Quantity of 
rental units 


D, : demand for rental units - relatively unresponsive to rents 


D2 : demand for rental units - relatively responsive to rents 


R : rent before and after subsidy 


R} ? rent after subsidy 


'O 
) 


quantity of rental housing before subsidy 


Q1, Q2 +: Quantity of rental housing after subsidy 
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The rental housing market probably can be best repre- 
sented by the intermediate case shown in panel c) of Figure 
Sel which lies between the fixed supply in panel a) and the 
perfectly responsive supply in panel b). The subsidy causes 
the level of rents to fall and the supply of rental housing 
to increase, though in neither case by as much as they would 
with a perfectly responsive supply. Moreover, the ultimate 
benefits of the subsidy will be distributed differently than 
in the previous cases. The level of market rents will be 
lower but less so than with a completely responsive supply 
and the tenants will not benefit by the full amount of the 
subsidy. Part of the ultimate benefits would gon Cor land lords 
because market rents do not fall by the full amount of the 
subsidy. The distribution of the benefits depends. on the 
nature of the demand for and supply of rental housing. The 
closer that the supply of rental housing is to the perfectly 
responsive case, the more the subsidy will go to tenants. 
Similarly for any given supply curve for housing, more of the 
benefits will go to tenants as lower rent the less demand for 
rental housing responds to market rents. On the other hand, 
the change in the quantity of housing depends directly on the 
responsiveness of housing demand. 

A distinction should be made between the responsiveness 
of the supply of housing to market rents in the short and 
long run. The responsiveness of supply in the short run in 
response to changed rents is limited by the inherent charac- 
teristics of rental housing. As Goldberg (1983) POLES TOW: 
"housing is a durable good lasting many decades" (p. 49). 
Any developer would wish to be assured that the higher level 


of rents on the benefits from the subsidy is permanent before 
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Figure 5.1c) 


The Effects of General Subsidies: Intermediate Supply 


Rent 





Q, Q 25 Quantity of 
rental units 


S : supply before subsidy 

Si : supply after subsidy 

Dy © demand for rental units - unresponsive to rents 
D2 : demand for rental units - responsive to rents 


R : rent before and after subsidy 


rent after subsidy 


Ww 
he 


quantity of rental housing supplied 


Odie 10 2a quantity of rental housing after subsidy 


251 


starting to build new units. Once the decisions to construct 
new units has been made, a long period of time must elapse. 
through planning. approval. and construction before thea 
additional rental housing becomes available on the market. 
Thus the short run supply of rental housing probably responds 
little to shifts in demand. Most of the pressures are 
reflected in the level of market rents. 

In the long run, the supply of rental housing responds 
to the presence of subsidies to a greater degree. Many of 
the rigidities and obstacles to adjustment which are present 
in the short run disappear or are reduced in significance in 
the long run. A sufficient time period spans the decision, 
approval and. construction process. | “Ghus ythe more: elastic 
supply curve for rental housing would appear more relevant to 


analyzing the ultimate effects of general supply policies. 
2.1 Who Benefits? 


In measuring the benefits of such a subsidy program, it 
is important to distinguish between the proximate and 
ultimate beneficiaries of the housing subsidies. The proxi- 
mate beneficiaries in these subsidized programs are the 
developers who receive grants toward the capital costs or 
landlords who receive annual payments. As shown in Figure 
5-lb), the ultimate beneficiaries of these subsidies can be 
engGirely “ditt enent. The landlords would have been the 
beneficiaries had the market rents remained at Ro, but the 
Pressure of the increase supply pushed the rents down to R]» 
giving the landlord the same return as before the subsidy. 
The ultimate beneficiaries are instead renters who face lower 


levels of rent because of the subsidies. It should be noted 


e5i2 


that because the level of market rents is pushed down by the 
subsidy, all tenants - not just those living in the subsi= 


dized buildings - benefit from the subsidy. 


2.2 Cost of Subsidies 


The cost of providing the additional rental housing 
depends on the design of the program and its duration. A 
blanket subsidy to all suppliers of rental housing, whether 
existing or new, would be the most expensive form of subsidy. 
Moreover, only to the extent that it would influence marginal 
decisions would it affect the housing supply. The benefits 
to the owners OF existing housing would be a pure transctrer 
and would not add anything to the housing stock.(4) An 
alternative strategy would permanently subsidize suppliers of 
new rental housing. While the benefits would be identical to 
a blanket subsidy, its cost would be reduced to the fraction 
that the additional housing holds to the total stock of 
rental housing. The costs of this alternative strategy will 
not remain constant over time. If the demand for rental 
housing increases, the proportion of the stock of rental 
housing that receives the subsidy would increase over time. 
On the other hand, many subsidy programs pay the subsidy in a 
pattern which provides larger benefits over the early years 
of a project with declining benefits, and even negative 
benefits in the later years of the project. Once a program 
of subsidies has been in place long enough, some of the 
benefits paid out in earlier years will be recaptured and can 
contribute to the costs of subsidies on more recently 


constructed rental buildings. 
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3.0 General Subsidies: Tax Incentives for Rental Housing 


The particular form of program that: wil tebe wisedGeco 
illustrate the effects of general subsidies consists of 
changes in tax policy. Two specific. feaburesnor sc nes tax 
system which have been identified as favourable to rental 
housing are i) the deduction of depreciation for tax purposes 
in excess of true depreciation and i1) the Mul tiplesunet 
Residential Building (MURB) program under which losses 
incurred in certain rental properties could be used to offset 
other income for tax purposes. The nature of each of these 
features of the tax system will be discussed before we turn 
to an assessment in terms of the criteria developed in 


Chapter 3. 
3.1 Depreciation Allowances 


Pallis (1980) argues that one of the most significant 
tax provisions which favours investment in rental properties 


is the deduction of depreciation greater than the economic 


depreciation. These provisions permit a reduction of tax 
liabilities in the early years of a project when depreciation 


for tax purposes exceeds economic depreciation. These 
benefits may be recaptured in later years.(5) Fallis 


observes: 


The liberal depreciation provisions are not simply 
eguivalent to an extra deduction equal to the 
difference between allowable and true depreciation, 
because in the later years of a building's life 
allowable depreciation will have been used up but 
true depreciation continues, The depreciation 
Provisions therefore influence the fim Lng Of 
taxable income from a project and the pattern of 
cash flow. The provisions have the efifecttoftcan 
interest-free loan. (p. 119) 
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Thus, an excess allowance for depreciation can be considered 
as a form of accelerated depreciation, though implicit in 
form. 

The importance of this excess provision for depreciation 
for past investment in rental housing depends on the degree 
of favourable treatment. On this matter, there is little 
clear evidence. Fallis suggests that 

In Ontario, it tis “aeneral ly accepted accounting 

practice”"rto depreciate buid@ings@at Wa *raterorl™ 5 

per cent for frame bui kdings and 2 l/2*permcent*tor 

other buildings when preparing annual reports. 

This suggests that the true rate of depreciation 

might be as little as half the allowable rate. (p. 

119) 

Frazer (1979) cites a Department of Finance stud yeriner9 76 
which ‘suggests a true depreciation rate for concer eke 
buil dingssof 5.6 per’ cent as compared to anal lowable rate of 
5 per cent and a true depreciation rate of 7.4 per cent for 
frame buildings as compared to an allowable rate of 10 per 
cent at that time. Subsequently, the depreciation schedule 
has been revised to set the allowable rate ate5: pemveent for 
frame buildings erected after January Ienle7e) trul tony 1982, 
aby retety le 

At present, the degree of favourable treatment of 
capital cost allowances for rental buildings is ditt cuie*to 
determine with any degree of accuracy. The estimate made by 
Fallis (1980) suggests that allowable depreciation exceeds 
economic depreciation on “other buildings" but does not on 
frame buildings. The Department of Finance estimates used by 
Frazer suggest, if anything, that the rates are roughly equal 
for concrete buildings but that allowable depreciation falls 


short of economic depreciation for frame buildings. 
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The difference between allowable and economic deprecia- 
tion; 1s) not l unique: ttovrental ‘buildings? * "Roger Smith” (19797, 
in his study of tax expenditures, notes: 

According to Corporate Taxation Statistics, capital 

cost allowances exceeded book depreciation by 

woetO0 mil Bion. in gl974 and «83,449 smi ld bionin 1607 5. 

This statistic excludes the non-corporate sector of 

the economy. (p. 82) 

He estimates that addition of the non-corporate sector would 
add a further ~S900tmidjdontto hisiestimate? forithatitvyear. 
Thus, to some degree, the treatment of accelerated deprecia- 
tion as, speciad/ tax (treatment store housing eis anisifieading. 
Rather, the treatment of depreciation of rental buildings can 
be regarded as part of a more general policy by which: 

Accelerated depreciation is a form of tax expendi- 

ture widely used by industrialized and developing 

countries as a means of stimulating business 

investment. (Smith, p. 82) 

The purpose of the present analysis is not to assess the 
comparative treatment of rental housing relative to other 
types of investment in terms of this possible tax expendi- 
ture. The relevant issue is the assessment of the use of 
adjustments to depreciation allowances as a housing policy in 


terms of the criteria established in Chapter 3. 


3.2 MURB's 


The Multiple Unit Residential Buildings program has been 
widely discussed as a tax shelter directed toward encouraging 
residential investment. The MURB program itself can be best 
understood as a heritage of the 1971 Canadian tax revision 


which made the following changes that affected the housing 


SECEOR: 
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- the introduction of a capital gains tax for 
gains on all financial and real investments 
except on the sale of a principal residence, 
with half the gains treated as earned income; 


the creation of a separate depreciation class 
for each rental building with depreciation being 


recaptured and treated as income in the event of 


a sale of a depreciable asset above depreciated 
value; 


- the elimination of the use of real estate aS a 
tax shelter for non-real estate income by prohi- 
biting real estate losses to be uised@ito offtsex: 
other income, and 
~ the deemed realization on death of half the 
difference between depreciated cost and market 
value on real estate holdings. (Smith, 1977, 25- 
26 ) 
L.B. Smith (1977) argues that the implications of these 
revisions were profound for rental housing. Moreover, he 
suggests that while the introduction of a capital gains tax 


had a reduced effect because all equity investments were 


similarly taxed, 


the elimination of the tax shelter and tax on 
recaptured depreciation was highly significant 
since it substantially reduced the re lative attorac— 
tiveness of real estate investments compared to 
other equity investments. se ad) 


Construction of rental housing decreased substantially 
after implementation of the 1971 Budget changes. Smith 
(1977). notes that, by 1974 " private multiple dwelling starts 
haduralilenlto256m Of. tne. 126? level while private single 
dwelling starts had risen by4 5S ota Dee) lie MURB program 
followed a number of measures taken in the May 1974 budget 
which were directed at encouraging residential construction. 
they included Py the in eoouue con Of the Registered 


Homeownership Plan ii) the elimination of the tax deduction 
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for the Carrying costs of of faw, 1. and.and;: lit) the @emoval-or 
the sales tax on construction equipment. These measures were 
still judged to be inadequate to provide the desired stimulus 
to rental housing.(6) The Department of Finance investigated 
direct programs for housing, especially for low-income house- 
holds, but concluded that they would be too expensive. The 
introduction of the MURB program by the Department of Finance 
reflected a number of considerations on their part: 

The only thing we could come up with that was ac- 

ceptable...something had to be done that did not 

cost very much and gave the impression that some- 

thing was being done for the problem. 

You can't do things that are not acceptable so we 

did the capital cost allowance. Sometimes you have 

to be seen to be performing things. 

Our field people...telling us there weren't many 


dentists, doctors or lawyers putting money into 
Projecues. (Brown, 19¢e 2, >. F2a) 


At the time of.its introduction in 1975, the MURB pro 
gram was believed to be a minor program with a small tax 
cost. Subsequent experience, as described in section 10 
below, shows how wrong this assumption proved to be. 

The MURB program constituted a rolling back of the one 
1971 tax provision which disallowed the use of any losses 
from residential rental properties as an offset against other 
forms of income received by the taxpayer. As a consequence, 
an investor in an eligible property could apply any "net 
loss" to shelter other income received by the taxpayer. 
Goldberg (1983) describes the MURB program as: 


Allowing artificial accounting losses from Multiple 
Unit Residential BuLl@ings oO De Used as. tax 
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shelters, which stimulate the supply of such resi- 

dential buildings by making them more attractive as 

investments than they otherwise would be. (p. 65) 
Several features of the shelter are particularly significant. 
Even though the investor supplies only a fraction Of “Lie 
funds for a project and borrows the remainder, the investor 
as a taxpayer receives the whole of the tax deferral accruing 
from the losses of the program. In addition, a number of 
costs incurred in the construction are immediately deductible 


For’- tax purposes: 


Such deductions may be permitted either because of 

some specific provision of the Income Tax Act -such 

ASe particu liars (nud eso5 that allow taxpayers an imme- 

diate deduction for interest, landscaping costs and 

specified. guanantees:e- Ori sases nestduweot epast 

practices and rulings of Revenue Canada that allow 

some administration, guarantee or other charges ‘to 

be claimed as an immediate deduction when incurred. 

(Brown, »1982,eps8l29 )s 

An incentive exists in these circumstances for investors 
to rearrange a project to gain the benetics of these "so- 


called "soft" costs. Brown asserts that: 
In the heyday of MURBS, it was not uncommon to find 
projects in which a third er more of the Boia 
costs involved were claimed to be "soft costs", 
immediately deductible by the investor...(Brown, 
1:9.5,2, &Dene) (2,21) 
Moreover, unlike capital cost allowances, the soft costs were 
not recapturable so that the recovery in the final sale price 
was treated as a favoured capital gain for tax purposes. 
The experience with the MURB program from 1974 onward 
would only be partly instructive relative to the 


implementation of the same measureS on a longer term or 


permanent basis. Brown concludes that because: - 
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The MURB was initially announced as a short-term 

program, and then was extended fitfully on a year- 

to-year basis, investors and developers could never 

be confident that it would still be in existence 

when long-term projects were finally brought to 

fruztione (ps a0) 

Table 5.1, from Brown (1982), shows the history of the 
MURBOvC-OV TSiOnwE rom: | los oant O 11:96:24 THUS oot Or spree elec 
purposes, the experience of the MURB program must be 


interpreted in light of the expectation of its temporary 


duration. 
4.0 Assessment of Tax Programs 


Two aspects of the taxation of rental housing - the 
excess of allowable depreciation and the MURB programs - have 
been discussed as ways in which the supply of rental housing 
can be stimulated through the tax system. These measures 
constitute but two of the many possible tax incentives which 
could be used. For present purposes, the assessment of tax 
measures as an element of housing policy will rely heavily on 
these provisions and, most especially, on the experience of 
the MURB program. As this experience is derived from a 
program which was announced as short-term and subsequently 
reintroduced or extended on various occasions, some judgement 


will be made about the effects of a more permanent program. 
4.1 The Workings of Tax Incentives 


In order to assess tax incentive programs for rental 
housing in terms of the presents criteria, it is necescary 
first to examine the manner in which tax incentives are 
likely to affect the rental housing market. In fact, the 


effects of such tax incentive programs depend very much on 
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TABLE 5.1 


History of MURB Provisions 


Class 32 


Date, of Order .in. Council 


Bort 25 ,- 1975 - Class created retroactive to 
Nov. 18, 1974 for period Nov. 
ES> LOTS -EGOspec. slp ts to 


Pep. 4," 19/6 - Extended to Dec. 31, 1977 
Class 3l 


Date of Order” of Council 

AEA 2g 1975 ~ Class created retroactive to 
Nov. 18, 1974 for period Nov. 
18 419.74, b.0: DEG. Si nhs. 


Feb. 4, 1976 - Period extended to December 
B17 T97'S 

Feb. 9, 1978 - Period extended to December 
315.1978 


- Buildings otherwise in Class 6 
for period Jan 1, 1978 to Dec. 
31,.1978 -aqded 


Mavi li 1 9 19 -~ Period for property otherwise 
in Class 3 extended to Dec. 
hie PSPS, 


- Period for property otherwise 
in Class 6 not extended 


Gcte 20, 19380 -~ Proposed that portion that 
expired Dec. 31, 1979, be 
reintroduced for period Oct. 
22.1980 (tO. DEC. las) 25], 


eee guest ee he) ee 


SOURCE: Brown (1982), p.- 130. 
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their nature, especially their duration. For present 
purposes, two extreme cases will be analyzed: a "one-shot" 
program of limited duration will be compared with a program 
offering tax incentives on a permanent basis.!7) 

A tax incentive offered on a "one-shot" basis applies 
for only a limited period of time. If, as in the case of the 
MURB program, some preparatory work must be completed in 
order for a project to be eligible, only a limited number of 
rental housing projects would be able to qualify for benefits 
under the program. Projects which have gained approval under 
the program=will “otfer to investors, in) additiconwmtostica 
revenues of other projects, the tax saving and deferring 
features provided under the tax incentive program. As a 
consequence, investors would tend to bid up the price of 
these projects as long as their rates of return are above 
those of projects without the tax benefits. 

Does this one-shot tax incentive have any permanent 
effect on the supply of housing? In the most extreme case 
when the lead time to gain qualification exceeds the duration 
of the program, it cannot have any long-term effects on the 
supply of housing: “Lt canon hlyveqivesrelier tronstaxee ton 
projects which are already underway. Even if the duration is 
sufficiently ionge*tol permit Sone fneweprotect se tomle 
initiated, these projects also will be bid up in price to 
reflect the tax benefits, | In thesshort tunpstnie cupo bye e 
rental housing is greater than in the absence of the program. 
After the expiration of the program, new projects will be 
discouraged temporarily because the projects stimulated by 
the program place downward pressure on the level of market 


rents. In effect, the projects encouraged by the tax benefit 
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have been displaced forward in time in order to gain the 
benefits. 

A permanent tax incentive program offers benefits to 
investors throughout the future as new rental projects are 
able to offer these tax benefits in addition to the normal 
returns from such rental projects. Any effect of the program 
in raising ‘the price of projects gaining the tax benefits 
will tend to be offset by the initiation of new projects. 8) 

Some comparisons can show important differences and 
similarities between permanent and temporary programs. In 
both cases, a price difference develops between projects that 
are eligible fOr the benefits and those that are not. 
Moreover, there is no reason to expect the price differential 
to be different between the two cases.(9) In the "one-shot" 
case, this price difference results from the bidding up of 
the few projects eligible for the benefits relative to the 
much larger stock of existing rental Hous ngwwconecontrascl; 
in the permanent case, the supply of new projects at a going 
pricevisets Ttheipriceotarentat housing and established 
projects that do not benefit from the tax incentives must be 
discounted so as to remain competitive for investors. 

The price differences which develop in the two programs 
arise from different sources and should be interpreted 
accordingly. The "one-shot" policy drives up the price of 
projects which can gualify for the program. The planning and 
preliminary work on the project are, in effect, a licence to 
Hecoiverrrhertax: Denefits and) the resulting price premium 
created for that licence goes to its owner. In the permanent 
program, the price of new projects is determined by by land 


acquisition costs, construction expense and the other 


203 


expenses required to bring rental housing to the market. The 
price differential) arises: because of :aydiscountegiven ito 
housing which does not receive the tax benefit and is borne 
by the owners at the time the tax incentive program comes 
into being. 

The programs also have differences with respect to the 
level of rents and the supply of rental housing. The “one- 
shot" program produces a transitory increase in the stock of 
rental housing and a similarly transitory decrease in levels 
of rent whereas the permanent tax incentive program produces 
a permanent increase in the stock of rental housing and a 
permanent decrease in the levels of rent relative to what 
they would have been in absence of the program. 

The two programs have been compared here for a definite 
purpose. The “one-shot" program captures the off and on, 
short-term features of the MURB program as it was used as a 
tax incentive from 1975 to 1981. The above analysis suggests 
that the use of tax incentives in this one-shot way is 
unlikely to have any beneficial effects on the rental housing 
market» over the. long: prune (sO). ohortieiiie! ikeaiso na nestiie 
discussion which. folcdows, will focus, oni ther effect si.o faa 
permanent program of tax incentives for rental housing. 

The analysis of the effects of permanent tax incentives 
for rental housing in, terms ofwits effects on market rents 
and the quantity of rental housing follows the analysis of 
general, subsidiess presented Jiniisect ion Oefabove=smdites.s 
unlikely to correspond with either of the extreme cases dealt 
with so far. In reality, the supply of rental housing can be 
increased over time but with some increase of price. The 


source of the difference in price is assumed to reflect only 
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long run considerations such as the cost of land and not 
short run considerations such as those that depend on the 
level of construction activity.(1l1) The workings of the 
housing market without tax incentives is presented as a 


benchmark for comparison. 
4.2 Absence of Tax Incentives 


Figure 5.2 shows the market for the purchase and sale of 
rental housing units in the absence of tax incentives. The 
demand curve Do shows the initial demand by investors for 
rental housing units in the absence of tax incentives, given 
population and household incomes. The price of rental 
housing units is determined by the intersection of Do with 
the long run supply curve. The shape of the long run supply 
curve reflect the availablity of appropriate housing sites. 

Without further evidence, it is not possible to specify 
the shape of the supply curve of rental housing. tis s 
unlikely to be vertical, or even near vertical, as this 
extreme would only occur under very stringent conditions: a 
strictly limited number of sites with a complete restriction 
on the density with which sites can be developed. The 
availability of additional sites together with the prospect 
of fuller development of existing sites increases the ability 
to add to the rental housing stock with a lesser degree of 
price increase. Indeed, Appendix 1 to Chapter 7 presents 
evidence which indicates considerable elasticity in the 
supply of housing over the long run. 

The D curve shifts over time in response to growth in 
_As shown in 


population and income to positions D1, D2-+-Dn* 


Figure 5.2b), the price of rental units rises over time with 
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the shift in the demand curve. The increase in the price of 
rental housing units is anelement in the return to owners of 
existing rental housing and also to owners of sites available 
for housing. Finally, the fact that rental housing cannot be 
increased without an increase in the price of rental units 
means that the level of rents must increase as a result of 
the pressure of increased population and household 
incomes.(12) These effects are shown in Figures 5.2c) and 
Bes). 

With tax incentives F igure S.3nshowsptherworkings oF 
the rental housing market when tax incentives for rental 
housing are initiated at time t. The demand for rental units 
increases to the demand cunves tabel led pt in each ppenmiod 
because, as noted earlier, the return to the investors 
includes the value of the tax benefits. This increase in 
demand increases, as shown in Figures 5.3b) and 5.3c), both 
the price and the quantity of rental housing relative to the 
values in the absence of the program. As can be seen from 
Figure 5.3d), the greater supply of rental housing reduces 
rents below what they would have been without the tax 
incentives. 

The effects of the tax incentive in the case when the 
supply ofsrental units cans onmlytbhbesinecrneased rat rashigher 
price is intermediate between the two extreme cases. The tax 
incentive both bids up the price of rental units and expands 
their availability. As in the fixed supply case, some of the 
benefits go in the form of higher prices to owners of appro- 
priate sites for projects. Unfortunately, the effects cannot 


be allocated between price and quantity on theoretical 


Grounds alone. 
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Figure 5.2 


a) Market for Rental Units: No Tax Incentives 
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Pigure 5.2 (cont'd) 


c) Supply of Rental Units 
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Figure 5.3 


a) Market for Rental Housing: Tax Incentives 
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Rigure 5.2 (Gcont td) 


c) Supply of Rental Units 
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5.0 Affordable Housing 


Much controversy exists concerning the question of who 
benefits from MURBS or more generally from the tax incentives 
directed toward stimulating the supply of rental housing. 
Part of the problem arises because of a failure to go beyond 
the proximate benefits of such tax incentives to their 
ultimate effects. While investors in eligible rental 
projects are easily identified as the proximate beneficiaries 
of tax incentive programs, owners of developable sites and 
renters are also possible beneficiaries of the program. 
Renters benefit from tax incentive programs to the degree 
that these programs increase the supply of rental housing. A 
complete-.analysis of the effects of tax incentives would 
require knowledge of the nature of i) the demand formvren tal 
properties and ii) the long run supply of rental properties 
in order to determine the effects of the tax incentive on 
rent levels and the quantity of rental housing. Existing 
evidence on the effects of housing programs and on the 
properties of the housing market does permit the possibili- 


ties to be narrowed considerably. 


5.1 Adequacy of Income 


Fallis (1980) has examined the distribution by income 
group of benefits from tax allowances for depreciation that 
exceed economic rates of depreciation. In order to carry out 
this analysis Fallis needed to make a number of assumptions 
With respect to i) the financing of the tax benefits and ii) 
the nature of the long run supply of rental housing. His 
standard for comparison was an alternative neutral benefit -- 


neutral in the sense that it would be proportional to income. 
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He also assumed that the supply of rental Housing can be 
increased indefinitely without any increase in price. In 
addition, he studied three separate cases using the 
assumptions shown in Table 5.2 below. 

Fallis estimated a range of rent reduction from excess 
depreciation from a high estimate of 6 per cent to a low 
estimate of 2 per cent, with a medium estimate of 3 per 
cent, (13) <)These estimates saresprobably yon* ithe *high**side 
because Fallis did not take any account of effects of the tax 
benefits on the price of rental housing. Such tan *effect 
would have a directly proportional effect on ‘the: level of 
rents. Thus if favourable treatment of depreciation drove 
the sale price of rental units up by the same percentage as 
the favourable treatment, the level of market rents would 
remain unchanged. In calculations by Fallis, there is not 
any offsetting effect.(14) Even if half the benefit from 
excess depreciation were reflected in market prices, adjust- 
ment of other estimates by Fallis would show that the 
depreciation benefits reduce the market rents somewhere 
between 3 per cent and 1 per cent. 

The income goal is concerned with the distribution of 
the benefits of tax incentives as well as their size. Neither 
the MURB nor the excess depreciation incorporate any 
provisions that ensure that the benefits are directed at the 
target groups (i.e., those households that have affordability 


problems). Frazer (1979)*has’strongly-criticized»the MURB 


program from this perspective: 


ZiaZ 


TABLE 5.2 


Assumptions for Analysis of Tax Incentives 





High Medium Low 
Investor's marginal 025 0.4 0.4 
can tae 
Factor share of capital 0.8 4 ee) 0.4 
Allowable rate of 0. 10 0.075 0.05 
depreciation 
True rate of 0.05 UUs > Ueu2s 
depreciation 
Mortgage rate 0.094 0.094 0.094 
Ewce ot capital 50 50 50 
equipment 
Adjustment for O30 eal Ole 2 


recapture of 
tax benefit 


SOURCE: Fallis (1980), p- 176. 
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The government __has a surprising lack of control 
OVEL CHE Vey DE, location and quantity of MURB_ pro- 
jects. Multiple unit residential buildings do not 
have to meet any detailed design criteria. The 
federal government's lack of initiative with 
respect to dictating the form MURB development 
takes has resulted in units being constructed with 
an eye to meeting market demand, particularly for 
"luxury" rental housing. As the demand for housing 
by low-income taxpayers will not be equated to 
market demand, it is unlikely that MURB units will 
ever be suitable for the low-income earner. 
(EraZer, pegs) 


The first two observations - the lack of both a control 
mechanism and design criteria - are unobjectionable. Frazer, 
however, does not supply any evidence with respect to this 
bias toward "bhuxury" rental Nousing. (What We Clearer s scare 
the distribution of the benefits from these programs is 
determined by the workings of the market for rental housing. 

Fallis (1980) has estimated the redistributive effects 
by household income and age of the excess depreciation 
allowances as compared to a neutral program which distributes 


benefits proportionally to income. His estimates, described 


in’ Table *5.3, show’ that: 


If the depreciation provisions were replaced by a 
neutral alternative, lower-income renters would be 
made worse off and upper-income renters better 
0 2 a The result is to be expected because 
renters spend a decreasing fraction of income on 
rent as income rises and all enjoy the benefit of a 
fall in rents, while the neutral alternative 
assists each household in the same proportion to 
income....The Criterion of. vertical equity is also 
satisfied because the percentage of an income class 
that benefits falls with income. (Fallis, 1980, p. 


1287) 

Nevertheless, these results do not answer the Frazer 
(1979) objections entirely. A program may be progressive in 
its overall effects yet still be vulnerable to the criticism 


that its benefits are not directed primera iy to the target 
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TABLE 5,53 


Distribution by Income Class of Benefits from the Liberal 
Depreciation Provision, Renters, Ontario 1971 


eee eee Pot eens ft SoNeoSo 1 tl Saha SSE LENORE Sees Tae 
Average differential benefits($) 


Renters as 





Distribution Market a percentage 
of renters value of the entire 
Income ($) (%) measure class 
Op elt, 999 10 -32 48 
2,000 - 3,999 Sih -26 45 
4,000 - 5,999 14 -16 54 
6,000 - 7,999 14 - 8 45 
8,000 - 9,999 b7 2 42 
10,000 - 11,999 a3 5 ips) 
B27000i'= 24,999 |. Fi 20 | 
15,000 - 24,999 9 40 19 
25,000+ E 98 8 





SOURCE#i 5 Fallis (1980) p.0 424. 


POY fs 


jgrouns-. Tf ‘the “target groups ‘of “housing policy from “an 
allocation of income perspective are the lowest income groups 
in society, then some of the benefits arising from tax incen- 
tives for rental housing will accrue to households outside 
the intended range for benefits. 

A most persistent objection to tax incentives programs 
is that the’ benefitsigoito landdords rather than to tenanes 


as the following observers have noted: 


Canadian Council on Social Development: 
"Two problems possibly stem from the special incen- 


tives extended to landlords and homeowners.... The 
second is that their effect is generally regres= 
sive. The higher the income of the taxpayer, the 
greater the relative benefit." (1977, p. 62). 


Frazer: 
"The capital cost allowance and its companion tax 
shelter mechanisms are not universally accessible 
DENeLUeSs (CLO Vo7 Ds 1459) 


Hulchanski (1982): 
W .ethe tax shelters are of primary benefit to high 
income investors. In I'976;," for’ example, ‘tue 
Department of Finance (1981) estimated that 66% of 
all MURB benefits were taken up by individuals 
earning over $50,000 per year." (1982, p. 10) 


"Tax incentives associated with ARP were most 


attractive to investors with high taxable incomes. 
Many of the subsidies offered in conjunction with 
ARP assume the form of tax expenditures directed at 
high income investors. This fact raises questions 
about the’ distribution. rip reatrotc eo. eile 
Orodran.-8 tp. 20) 


Hulchanski (1985): 
"...the Multiple Unit Residential Building scheme 
designed to encourage the building of new apart- 
ments, provided a tax benefit that was really only 
usable by those in top income brackets." (quoted in 
Globe and Mail, Jan 12/85, B3) 
Hulchanski's concern reflects two separate elements. i) 
that the tax subsidy programs were directed toward upper 


income’ investors “and ii) that “these Sinvestors “received 


excessive tax benefits. The first element, the design of the 
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program to appeal to upper income investors, is not really 
C901 SQ7prcUSing. As suggested earlier, the MURB program 
appears to have been designed to encourage "dentists, doctors 


and lawyers" among others to finance residential housing 


projects. 

Sta ll thubchanski'scobtiectionvwithtrespectt ta, the 
distributional implications of these programs would be 
entirely appropriate were the ultimate incidence of the tax 
benefits identical to the proximate incidence identified in 
his statements. Yet the proximate effects of the tax 
incentives is only part of the story. The analysis in 
section 4.1 has suggested that the benefits of incentives are 
unlikely to remain with the investor who is the proximate 
beneficiary as a taxpayer. In one extreme, admittedly an 
unlikely one, the benefits are captured entirely in the value 
of eligible sites whereas, in the other more likely extreme, 
the benefits are passed on through lower leveidstobvmarket 
rent resulting from an enhanced supply oflhotsings cdnithe 
intermediate cases the benefits are distributed between the 
value of sites and lower market rents for tenants. 

The study by Gau and Wicks (1982) provides support for 
the position that the ultimate benefit of tax incentives does 
not remain with the proximate beneficiaries. Gau and Wicks 
compare the rates of return on a sample of multifamily 
Peoyernte i n® themyantouv et armed with and without MURB 
benefits. They suggest: 

If investors recognize and respond to the, addi- 

tional cash-flow benefits, they should increase 

their demand for these properties andeb bd) fupl the 
price of the investments. Acquisition prices would 


rise until r's [rates of return on ARP and MURB 
investments] egual k [the rate of return expected 
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on investments of equivalent risk]. Real estate 
investors should not be able to earn abnormal or 
superior returns from the benefits of publicaily= 
known, government assistance programs. (p. 7) 
Their iresmkbes i proviidesstrorg? support Sroretherr 
hypothesis: 
These results indicate that real estate investors 
do not necessarily receive a higher rate of return 
from the benefits of these two government 
programs iipsz 192 
This evidence suggests that the redistributive effects of tax 


incentives should not be judged to flow to the proximate 


beneficiaries of the programs. 
5.2 Adequacy of housing 


The other dimension of the affordability objective 
considers the effects of government policies on the availabi- 
lity of rental housing. As already discussed, this effect is 
very difficult to determine because of the displacement 
effect: new rental housing built under any program should not 
be regarded as net housing because it may displace rental 
housing which would have been developed in the absence of the 
program. 

Some indication of the effectiveness of tax incentive 
programs can be determined from making use of our knowledge 
of the way in which the rental housing market operates. 
Fallis (1980) has calculated high, low and medium estimates 
of the effects of excess depreciation allowances on the level 
of market rents. This information together with estimates of 
the knowledge of the responsiveness of demand for rental 


housing to rent levels gives an estimate of the permanent 
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effects of these excess depreciation allowances on the 


availability of rental housing. 

The choice of values for the demand elasticity is 
crucial for determining the effects of tax incentives on the 
availability of rental housing. One important source of 
evidence with respect to housing demand is the result of the 


demand experiments in the United States. Hanushek and 


Quigley (1981) report: 


A decade ago, many economists assumed, on the basis 
of practically no evidence, that the price elasti- 
city of housing demand was above -1.0 or even more 
elastic. Experimental observation suggests a much 
lower price sensitivity, at least for lower-income 
households. In the long run, consumer response to 
price variation may be somewhat more elastic, but 
on the basis of this research an elasticity of -1.0 
appears much too large numerically. Indeed, unless 
one believes that the experiment is fatally flawed 
by its three year time limit, it is impossible to 
conclude that a 10 percent reduction in housing 
prices would. increaseythe housing consumption of 
low-income households by more than 5 or 6 percent. 
(Downs, p. 204) 


Invilight of these results, the estimates of demand 
elasticity used ranged from -,7 £0 -.3, with a medium value 
Lees D6 

Estimates of the effects of tax incentives on the 
housing stock are presented in Table 5.4 for a.variety of 
assumptions with respect to the effects of the depreciation 
tax benefit on market rents and with respect to the sensiti- 
vity of rental demands to market rents. Given the range of 
variables used in the estimates, the effects of excess 
allowance of depreciation could have a permanent effect of 
from less than one to more than four per eent of the size of 


the rental housing stock. 
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More important for present purposes than estimates of 
the past effects of such programs is the sensitivity of the 
housing stock to tax incentives. The estimates in Table 5.4 
can be used to simulate the effects of any general tax incen- 
five. Fallis used A margina. tax rate Of 0,54tor hres ito0 
estimate and of 0.4 for his other estimates. Thus the high, 
medium and low estimates represent the effects of a tax 
incentive with a value of 2:5, 1.6 and 1.0 per cent “of, tne 
capital component of the housing stock. 

The.estimatessin, Tab.ke. 5.4..)ndteatenthate the. ond, pun 
effects of tax incentives on the supply of rental housing. 
At the middle value for demand elasticity, there appears to 
be a one-to-one correspondence between the value of the tax 
benefit and the percentage response in the availability of 
housing. 

One shortcoming of the analysis to this point is the use 
of the assumption that the rental housing stock can be 
expanded indefinitely without any change in price. As shown 
above, the removal of this assumption can change the analysis 
substantially. For example, if the price of rental housing 
must increase by one per cent for every one per cent increase 
in the rental housing stock, the response in the housing 
stock will be changed from the earlier estimates as shown 
below in. Table 5.5... Thevsiqnificance of these lestimnatesiis 
examined with respect to the effectiveness for cost in 


Section 6.0 below. 
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TABLE 5.4 


Effects of Tax Benefits from Excess Depreciation on 
Availability of Rental Housing* 


1 BS Die Bo 4. 
Excess of Rent Demand Effect on 
allowable reduction 


elasticity availability of 





Over economic (%) rental housing 
depreciation (3) 
05 6 -.7 Awe 
-.5 Syl8, 
-.3 i ame 
sae 3 -.7 Zisok 
-.5 1b Bs) 
-.3 0.9 
v2 Z -.7 0 ee: 
-.5 0 
-.3 0.6 





* For values of other variables by Fallis, see Table 5.2 above. 


SOURCE: Derived from Fallis (1980) 
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TABLE 5.5 


Response of Rental Housing to Tax Incentives: Alternative 
Supply Assumptions 


a ED 


Middle range estimates: 





Rent reduction = 3% 
Demand elasticity Estimate of supply Response (3%) 
(Es =00)* (Rist as1t) 
oT Pa A 12 
as 5 ieee 
23 0.9 aa | 





NOTE: Calculated by linear approximations 


* Rental housing can be expanded without any change in 
price. 


** A one per cent increase in housing stock requires a one 
per cent change in price. 


SOURCE: Derived from Fallis (1980) 
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6.0 Effectiveness for Cost 
6-1 Adequacy of Income 


The effectiveness of tax incentives in terms of afford- 
ability and income depends on i) the proportion of the 
foregone taxes which accrue to the benefits of tenants and 
ii) the degree to which the benefits of the tax incentives 
are concentrated on the target income groups. The benefits 
accruing to tenants from tax incentives in turn depend on the 
responsiveness of the supply of rental housing to its price. 
Under the assumption used by Fallis that the supply of 
housing can respond completely without any increase in price, 
the tax incentive programs perform extremely well in their 
ability to redistribute income to tenants. When the supply 
of rental housing is completely elastic, the entire effect of 
the tax incentive program in the long run is to increase the 
supply rental housing and to push down levels of market rent. 
The entire amount of the taxes foregone by the government 
accrues to the benefit of tenants, both in and outside the 
target group. 

If the supply of rental housing is not completely 
responsive to its price, less of the foregone tax revenue 
goes as a benefit to renters. Table 5.6 shows the effects of 
different assumptions on the proportion of benefits going to 
renters. If, for example, the price of rental housing must 
increase by one per cent to stimulate a one per cent increase 
in rental housing and the elasticity of demand falls within 
the expected range, the benefits to renters fall to around 
one half of the government's loss of revenue. Unfortunately, 


there is only limited evidence to suggest which assumptions 
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TABLE 5.6 


Determinants of Rental Benefits from Tax Expenditures 


Elasticl Gy 
of supply 


Elasticity 
of Demand 
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Proportion of fore- 
gone tax revenue to 
renters as benefits 

100 

40 

45 
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are most appropriate with respect to the supply of housing. 
Nevertheless, the evidence that is available, as presented in 
Appendix 1 to Chapter 7, suggests that the supply of rental 
housing is quite responsive to price in the long run. 

The type of tax incentives used to’ date in Canada to 


stimulate rental housing would provide benefits to all groups 


Of. nee nt ems vin vtrhe slong) sunt. As \Frazver “(19° A9)" “rroted, 


investors choose the types of rental accommodation that will 
be, buiditsin orderito qualify’ for the tax incentives.” “The tax 
incentives redistribute income by reducing the general levels 
of market rents through an increased supply of rental 
housing. Thus the benefits accrue to all tenants regardless 
of income. Two, ifactors# tendetotmittigate + ther'spread of 
benefits beyond the target groups. As income rises, renters 
decrease as: a proportion of ‘thelincome ‘group and, in 
addition, the expenditures on rent decrease as a proportion 


of income. Nevertheless, a substantial proportion of the 


benefits accrue to groups other than the lowest income groups 


in the economy. 
6.2 Adequacy of Housing 


The effectiveness of tax incentives in increasing the 
housing stock can be expressed in terms of the number of 
additional housing units gained as a result of the tax 
incentives. This effect depends, of course, on the workings 
of the market and, in particular, on the nature of the demand 
and supply for rental housing. The use of tax incentives can 
be an expensive means of increasing the long run supply GCE 


housing. Under reasonable assumptions, the cost per unit 1n 


285 


terms of lost tax revenue can exceed the value of the housing 


Wh ee Bk ee 


7.0 Economic Efficiency 


A permanent tax incentive program for rental housing can 
be expected to have few effects with respect to economic 
efficiency. Like ,any «other uprogram dnwvolv ing “erther 
government expenditures or foregone revenue, some general 
efficiency,.cost must «be borne lint codilecting® the addition 
revenue required. The incentive programs could not be 
expected to alter either the transactions or information 
costs in the housing market,.(15) 

The incentive program does preserve the ability of the 
households that receive benefits to make their own choices 
with respect to housinged Even dn!) thedshor@ run, the tax 
incentive pushes down rents of all units regardless of 
whether the units were directly subject to the tax incentive 
program. All tenants gain the benefits of the program. Thus 
tenants are not constrained to occupy particular” tnits in 
order to regain the benefits and can change their housing as 
their needs change without losing the benefits of the 


program. 


8.0 Administrative Efficiency 


The tax incentive programs work through the personal and 
corporate income tax system. Any additional administrative 
burden would arise only from the need to certify the eligibi- 


lity of the project for the tax incentive scheme. Such costs 


are. ‘like lbyttolbe? minor. 
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9.0 Feasibility 


The tax incentive approach raises a number of problems 
with respect to its implementation. It either requires 
cooperation among levels of government or it imposes the 
costs of a dual system of taxation. Moreover some questions 
exist about its basis for political support. 

The current systems of corporate and personal income tax 
lead to an effective coordination of the tax policies of the 
federal government and the provincial government in Ontario 
in that the two tax systems are administered in common. If 
Ontario decided to extend the system of tax incentives for 
rental housing, it would have to persuade the federal 
government to follow its lead or it would have to forego the 
benefits of the present, coordinated tax system. The latter 
@ilternative would rot only increase the “costs to the 
government in the collection of taxes, it would impose 
greater costs on taxpayers in Ontario in complying with the 
two sets of tax laws. 

One major obstacle to the implementation of further tax 
incentives arises from the public perception of the incidence 
of the benefits of the program. Tax incentive programs 
appear to benefit the higher income PinoeV.) Oita So cai 
households who receive the proximate benefits from the 
program. The present appeal of a minimum tax rate for house- 
holds with incomes above a certain level reflects the same 
sentiments. Even though these popular views may reflect an 
incorrect perception of the incidence of the ultimate 


benefits of tax incentive programs, this perception appears 
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to be sufficiently widely held to limit the prospect of using 


tax incentives as an instrument of housing policy. 


10.0 Cost Estimates of the MURB Program 


Earlier in chapter 4, a variety of estimates of the 
costs of housing allowance programs were presented in order 
to give some view of the overall magnitude of such programs. 
These estimates were hypothetical in that they represented 
the results of simulations of the effects of different 
policies using estimates with respect to the response in 
housing markets. In constrast, estimates have been made of 
Chewactual, costsviof athe eMURE program as implemented in 
Canada. These estimates are summarized in Table 5.7.16) 

Comparison of these estimates shows a wide difference in 
costs. Several of the differences are readily understand- 
able. Some estimates include more years than others and 
include only the costs to the federal government. Others 
differences depend on the specific assumptions: i) marginal 
tax costs, ii) the specific taxes adlaiocakedp i148 the 
possibility of recaptured Capital consumption allowances on 
resale, iv) the number of units started under the MURB 
Program and v) the average cost per unit. 

The estimates provide a great deal of leeway with 
respect to the cost of the MURB program. Nevertheless the 
estimates are more consistent than appearances suggest. The 
lower estimates are for shorter periods and are limited to 
the federal government only. Thus the on-again, off-again 
MURB program appears to have cost the federal»and provincial 
governments approximately $1 billion in lost tax revenues for 


housing constructed over the period from 1975 to 1982. This 
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TABLE 5.7 


MURB Cost Estimates 





Estimated Cost of 


Comment 





MURBs for Canada Source 
$130 million Department 
of Finance 
(1980) 
$392 million Clayton 
Research 
Associates 
(1981) 
$990 million Gau and 
(1975-1980 ) Wicks 
(1982) 
Sis 190m) lAion Arthur 
(1976-1982) Anderson 
and Cols. 
(1984) 


Includes personal income tax 
only. Excludes corporate 
income tax. 

No mention of marginal tax 
rate used nor of number of 
MURB starts. 

Federal revenue losses only. 


Includes both personal and 
corporate income tax. 

Based on a marginal average 
tax rate Loft 36s% 

Includes annual tax losses 
due to deductions of CCA and 
soft costs. 

Excludes resale of MURB from 
original investor, hence no 
allowance made for recapture 
of depreciation or capital 
gains tax. 

Federal revenue losses only. 
75,000 MURB starts estimated 
foreperiod 89979F1981. 

Assume average building costs 
ofnS24,000Gf6r71979)7S25',000 
Fonimos0 ,# $267,000: fore1981. 


Estimates the maximum amount 
of CCA that could be claimed 
in years 1976 to 1980. 


Heaductibe lity, of ssoftscosts 
excluded. 


Based on a marginal federal 
tax rate of 40%. 

Assumes 380,000 MURB starts 
between 1975-1979. 


Includes deductibility of 
CCA sort costs, recapture of 
CCA and soft costs upon sale. 
Projects assumed to be sold 
in 2lst year. 

45% marginal tax rate. 
Assumes 195,000 MURB starts 
between 1974-1984. 

Average cost per MURB unit 
constructed = $63,000. 
Includes both provincial and 
federal revenue losses. 


Banke Say Becuseing & wives leed Sat Oe ee 
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cost can be compared with the initial estimate that the MURB 


program would be a minor program with a small tax cost. 
11.0 Directed Subsidies 


Directed supply-side subsidies differ from general 
subsidies in that developers or landlords are paid to make 
residential units available to designated tenants. These 
subsidies can be used either to make existing units available 
to target households or to encourage the construction of new 
units: understhe program. At> present @nwOntario, \thes Rene 
Supplement Programs and the Ontario Community Housing 


Assistance Program are examples of programs which offer 
incentives to landlords to provide existing units on a rent- 
geared-to-income basis whereas the Private Assisted Rental 
Program stimulates the production of new rental housing for 
lower income groups. 

The programs grouped under the heading vary in many 
dimensions but show a common characteristic. A subsidy is 
paid toward the rental of a specified unit of housing. The 


other dimensions which differ among programs include: 


i) payment to landlord or tenants 

ii) payment for existing or newly constructed unit 
iii) period of assistance 

iv) control over rents charged 


v) assignment to specified tenants. 


L?..0aThe Workings of Directed Subsidies 


Directed subsidy programs differ from general subsidy 


Programs with, respect tothe criteria used to establish 
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eligibility for a subsidy. In a general program, any project 
for the supply of new rental housing would be eligible to 
receive a one-time subsidy of part of its capital costs or a 
continuing subsidy to cover its operating losses, or some 
combination of the two. A directed subsidy, for present 
purposes, is conditional upon allocating some portion of the 
rental units to specific types of tenants and on favourable 
terms relative to the market. As“’is*"apparent, “the 
distinction between general and directed subsidies is a 
question of degree as much as of kind. 

the MURB program, Used “here” as “Che #prococtype of” a2 
general subsidy program, is itself a directed program to the 
extent that only multiple-unit buildings are eligible for the 
subsidy. For present purposes, attention is focussed upon 
directed programs which require the allotment of some propor- 
tion of rental units to households experiencing affordability 
problems. Whereas a general subsidy reduces the costs of 
Pandilords of supplying a rental unit, a4 directed subsidy 
permits a landlord to rent accommodation at below market 
rents to households with accommodation problems. In effect, 
directed subsidies of this kind can be treated ‘the’ same as 
subsidies to tenants except that these subsidies are tied to 
particular units of housing.(17) For present purposes, 
however, directed subsidies are classed as supply policies 
rather than demand policies. 

The analysis of the effects of a directed subsidy on the 
level of rents and the availability of rental units is quite 
complicated. The availability of the subsidy to a landlord 
depends on renting his unit to a tenant who fits ene require- 


ments for occupying a subsidized unit. It is not clear how 
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much this tenant would have paid for accommodation in the 
absence of the subsidy. If the household would have spent as 
much as the market rent for the unit, then the directed 
subsidy would alter neither the market level of rents nor the 
availability of rental housing. While the subsidized 
landlord gained a new tenant, some other landlord lost one. 
If the subsidized unit were newly constructed on the prospect 
of receiving the subsidy, the impact will be to reduce market 
rents ~and cause “a temporary “increase =in" ene. supp hy or 
housing. In the longér run, the unit bui't- Gn the basia or 
this directed subsidy just displaces another unit which would 
have been built in its absence. 

The directed subsidy has a greater effect on market 
rents if the tenant of the subsidized unit would not have 
spent as much On rent In “the absence of finding» tire 
subsidized unit.(18) The subsidy increases the overall 
demand for rental units in this case. The increase in demand 
raises market rents and creates an incentive for landlords to 
Increase the supply of rental housing. “The "tinalwettect 
depends on the nature of the demand and supply for housing. 
As in the case of general subsidies, the effect on housing 
availability will be greater and the effect on rent levels 
will be smaller the greater the responsiveness of Supply with 
respect to rent levels. In addition, the effects on avail- 
ability and on rent levels will both be smaller the greater 
the responsiveness of demand to rent levels. 

It could be argued that the distinction between the 
differences in response by proximate beneficiaries and the 
Overall effect could be approximated by the average response 


of households so that the analysis would be exactly the same 


Pgs SP 


as the general subsidy. This argument would be incorrect 


because it fails to distinguish between an unconstrained 


subsidy in the case of the general subsidy and a constrained 


subsidy in the case of the directed subsidy. Households gain 


the per unit subsidy under the general subsidy regardless of 
the quantity of housing that they choose to consume whereas 


they must consume a specified amount of housing in order to 


gualify for the directed subsidy. Some households may choose 


to forfeit the opportunity for subsidy rather than adjust 
their expenditures in order to qualify. Other households may 
be willing to adjust their expenditures by more than the 


equivalent decrease in price in order to qualify for the 


subsidy. 
12.1 Who Benefits? 


The distribution of ultimate benefits from a directed 
subsidy depends on whether the subsidy has any effect on 
market rents. If it does not, the benefits of the subsidy 
accrue entirely to the tenants occupying the subsidized units 
im ithe »formuof ¢reducediment. In this case, the,in-kind 
subsidy is valued at close to its market value because the 
household would have spent exactly the same amount on housing 
itself. A difference arises when the rental unit does not 
correspond to the unit the household would have chosen if 
unconstrained because of differences in Vocation afoual Utyaand 
size. 

Other groups of tenants can be affected if the directed 
subsidy alters market rents because the tenants of the 
subsidized units change their expenditures. The tenants of 


subsidized units benefit to the extent of the subsidy less 
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any change in market rents. Landlords of existing units 
benefit to the extent that the pressure of increased demand 
pushes up rents. Einal by, tenants, whou.do mot sive. ia 
subsidized units suffer because of the higher rents induced 
by the subsidy. If the subsidies are directed to relatively 
small groups of tenants, the gain to one group of tenants can 


be more than offset by the loss to other tenants. 
12.2 The Assessment of Directed Subsidies 


Directed ssubsidies, in stheony, shave UihcaiapD wut yao 
ensure that the subsidies go exclusively toward target income 
groups. Their shortcomings with respect to income and 
affordability arise instead from their limited coverage of 
the eligible groups. CMHC (1979) suggests three sources, of 
low participation: 

i) the need to change accommodation 
ii) limited awareness of the program 


iii) limited supply of units in tight housing markets. 


Unlike unrestricted housing allowances, the directed 
subsidy program requires that in order to receive benefits, 
households must occupy units which are designated for the 
Subsidy. Under the ARP program, these units were in newly 
constructed buildings, though this need not be a requirement 
of such a program. Those households contemplating enrollment 
in the program must compare the benefits of pabtlcipac.on 
with the costs of changing residence. 

The directed subsidy program shares the second obstacle 
to participation with most other social programs. Many of 


the target groups appear to be unaware of the gualveications 
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and the necessary steps to be eligible to gain benefits from 
the program. 

The most severe constraint of the directed subsidy 
program, however, appears to be the dependence of availabili- 
ty of units on market conditions. The program, unlike some 
others, requires the participation of both target households 
and suppliers of rental accommodation. Landlords would appear 
less likely to supply units to the subsidy program when 
housing markets were tight. As a consequence, a lack of 
availability of units may restrict the scope of the program 
when problems of affordability are likely to be greatest. 

The effects of directed subsidies’on the availability of 
affordable housing is uncertain. The proximate effect of the 
subsidy is to remove tenants from other housing into the 
subsidized units. The fall in demand depends on the amount 
the tenant would have spent on accommodation in the absence 
of the program. The overall effect on housing supply depends 
on the interaction of the reduced demand for other units and 
the market supply. While a complete displacement seems 
unlikely, the rental housing supplied under the program is 
also unlikely to be a complete net addition to the housing 


stock. 
13.0 Effectiveness for Cost 


The cost effectiveness of a directed subsidy can be 
determined with respect to the income dimension of afford- 
abidity. Directed subsidies are likely to be a cost= 
effective means of transferring income to target households. 
The subsidies can be directed accurately to target groups 


with little spillover to others. The main slippage in cost 
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effectiveness arises because the benefits consist of an in- 
kind transfer which the households value at less than the 
equivalent income transfer. 

Two possible sources of slippage can be identified with 
respect to adequacy of housings Farst,> the? €ffectse@or 
directed subsidy may just displace housing which would have 
occurred in its absence. The cost effectiveness should then 
be measured in terms of the resulting net addition to the 
housing stock. This source of ineffectiveness would arise 
regardless of the design of the program. 

A further criticism has been addressed against the 
actual operation of directed subsidies, in Canada; The 
Assisted Rental Program, the major initiative of the federal 
government, (provided Ssusitduz edeanrues tin ene wolves 
buildings. The CMHC (1979) evaluation of ARP declares: 

A further concern is that rent supplements under 

this program represent a subsidy to 10,500 house- 

holds; who, except in respect of older limited 

dividend projects, are mostly consuming the most 
expensive rental housing in the market place, the 
newest, and not necessarily the most appropriate. 

(Ds 253) 

The directed subsidy offers little protectionsedatuctercnc 
gouging. The program shares with public housing the need to 
ration spaces among applicants on a waiting list according to 
established criteria. The presence of a waiting list means 
that a victim of rent gouging is not offered any ocneater 
protection against above market rents or excessive adjust- 


ments than available through ordinary market alternatives. 


296 


14.0 Security of Tenure 


The effects of directed subsidies on security of tenure 


are mixed. Assisted households in the program are made more 


secure in an economic sense. The household is protected 


against the consequences of any event which either reduces 
its income or increases the rents it faces for its accommoda-— 
tion. On the other hand, under some programs, the directed 
subsidies reduce security of tenure in a non economic sense. 
At a most simple level, directed subsidies require the reci- 
pient to occupy specified units made available through the 
program. They do not permit the recipients to continu eo 
occupy their previous housing. In addition, the program 
creates additional insecurity because the continuing avail- 
ability of the units in some programs depends on an agreement 
between the landlord and the housing authorities. gyre. the 
landlord chooses not to renew the agreement, the assisted 
tenant would be faced with either paying the market rent for 
that unit at the expiration of the agreement or moving to 


other accommodation. 


15.0 Economic Efficiency 


The directed subsidy program bears some costs-infterms 
of economic efficiency. Not only must the benefit accrue in 
the form of housing, the recipient's choice is confined to 
the housing available through the program. ASs discussed 
earlier, the need to take the benefits in the form of housing 
reduces their value to the recipient, creating an efficiency 
loss. The restriction to particular units of housing 


increases the efficiency loss. These units may be unsuitable 
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in terms of location, size and quality relative to the units 
that the household would have chosen in absence of a 


constraint. 
16.0 Administrative Cost 


The direct administrative costs of directed subsidies, 
in contrast to general subsidies, involve two separate 
elements. The administrators of the program must procure a 
Ssuppity) of “housing: tomoffer participating shousenoldas: in 
addition, they must select the households that will gain the 
benefits from the program and determine the benefit to go to 


each recipient. 


17-0 sheas lb rey 


Directed subsidy programs require the cooperation of 
municipal governments with higher levels of government. The 
municipal governments are likely to have an advantage in 
arranging the supply of housing and in processing the appli- 
cants for benefits but have very limited sources of revenue. 
The participation of a more senior level of government would 
be needed in order to provide adequate funding. 

The form of directed subsidy programs as they have been 
used in Canada encourages the integration of housing. House- 
holds which receive assistance are allocated a proportion of 
the units in a building which otherwise is rented at market 
rents. This goal appears to have been realized in practice. 
One limitation arises because of the types of units offered 


for the assisted rental programs: 
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The private rent supplement is of marginal interest 
to pated entrepreneurs and therefore used as a sort 
of "dumping ground for units". (CMHC, 1979, p. 53) 


In addition, while integration appears to have been achieved 


through the program, it has not avoided the assignment of 


some stigma to assisted tenants. 


An important aspect of the landlord's relations 
with the Rent Supplement tenant is the nature of 
these relations within the context of his relations 
with other tenants or prospective tenants. One of 
the major social objectives of the Rent Supplement 
program is the integration of public housing 
tenants in privately owned and managed buildings. 
For all intents and purposes the only persons 
knowing that rent supplement tenants reside in a 
building are the landlord, the housing authority 
and the Rent Supplement tenant. 


While this objective looks attractive in theory, in 
practical terms it does not seem that Rent Supple- 
ment tenants can remain anonymous. Through one way 
or another tenants learn of the existence of Rent 
Supplements in many instances. AS a result of 
this, 40% of landlords interviewed felt thate cue 
reputation of their buildings had suffered because 
of the presence of Rent Supplement tenants. Most 
of these landlords were made aware of this through 
complaints from other tenants. (Raston-Tomany cited 
By CMHC; 41979;. p>. S)) 


Minadityfithe political appeal of directed subsidies 
needs to be considered. The CMHC evaluation observed that: 
In terms of units procured under public housing and 
rent supplement programs, relative scale alone 
indicates that rent supplements hardly dented the 
markets (p.t 48) 
Despite the introduction of this program coincident with the 
eclipse of public housing, rent supplement programs did not 
Ptaketo£rtTe” 
From a recipient's standpoint, rent supplements do 
provide a benefit but in a more restricted form than through 


other programs. Similarly private landlords did not appear 
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to be enthusiastic about the program. The program appears to 
share the disadvantages of public housing. Recipients are 
unable to avoid the stigma of assistance. In addition, other 
tenants appear to oppose arrangements for tenants receiving 
rental assistance in the same building. 

This chapter has extended the application of the 
framework developed in Chapter 3 to policies which affect the 
rental housing market through augmenting supply. The range 
of supply policies prohibits any detailed examination on a 
program by program basis. The analysis examined the effects 
of both general subsidies such as the MURB program which 
encouraged rental housing in general and directed subsidies 
which are intended to support rental housing for low income 
households. Next the tools developed in Chapter 3 will be 


used to assess the working of market replacing policies. 
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Notes to Chapter 5 


(1) 


30) 


(6) 


Lo) 


(10) 


This definition begs the broader question of the defini- 
tion of the general treatment of other types of 
activity. Smith (1977) for example, argues that some of 
the general tax changes in the early 1970's discriminat- 


ed against housing relative to oth 
hays er 
activity. types of economic 


This assumption of a fixed supply can be considered an 
artificial construct. Growth in the number of house- 
holds together with the supply response to this growth 
means that demand and supply are continually shifting 
over time. This construct permits the untangling of the 


policy effects from other changes which may be 
influencing the market. 


This conclusion would not be valid if the stock of 
rental housing increased for reasons independent of the 
level of market rents. Without any way to determine 
whether new rental units had been stimulated by the 
housing subsidy, the government would be required to pay 
the subsidies under the program. 


The value of the subsidy transfer can be shown to be 
identical to the value of the lost revenue from lower 


rents caused by the increased supply induced by the 
subsidy. 


The proposal in the recent federal budget for a $500,000 
capital gain exemption over a life-time, if implemented, 
would reduce the degree of recapture. 


This paragraph on the background to the introduction of 
the MURB program is based on Brown (1982), p.- 128, who, 
in turn, makes use of David A. Good, /'the &politics of 


Anticipation. 


This analysis builds on the analysis of general subsidy 
programs developed in 2.0 above. The extension required 
because of the "one-shot" nature of the MURB program and 
the need to compare it with a permanent program. 


This analysis assumes that the supply of rental projects 
can be extended indefinitely at the same cost as 
existing | projects. 


A paper by Gau and Wicks (1982) provides evidence that 
the tax incentive is reflected fully in the difference 
in the price of rental units according to their eligibi- 
lity, stor: the tax incentives under the MURB program. 
Their analysis does not indicate, however, whether the 
differential arises from a premium on eligible units or 


a discount on other units relative to the price in 
absence of the program. 


This judgement need not imply that the MURB program was 
entirely misguided. Its motive may have been the short-— 
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C11) 


Ci) 


(uly) 


(14) 


Ckoy 


(16) 


C172) 


(18) 


term stimulation of the construction annustry,) ca 
question beyond the scope of the present investigation. 


For a clear exposition of the difference, see Alchian 
Vl al peeks. | S99) 


Note that the higher rents were not described as caused 
by the higher price for rental units. The higher rents 
and higher prices for apartments are both the result of 
a common cause: the interaction of increased demand for 
housing with a limited ability to increase availability 
Obmsrental. housing. 


These estimates are lower than those made by Clayton 
(1974) in the only other Canadian study. The difference 
seems to arise because Fallis applied the excess 
depreciation only to “the (capita lacomponene .of tie 
building and considered the impact over the whole life 
of the program. 


These two cases are, of course, the extreme examples 
developed above. 


Smith (1977) does note that MURB program did encourage 
participation in the rental housing market by investors 
whose. main activity was .inother,activitiess se felt 
that this would tend to reduce the concentration of 
ownership. This force would tend ,torbe offset sto the 
degree that these investors must rely on established 
development firms in order to participate in the rental 
market. 


The sources of difference among these estimates are 
described in the appendix to this Chapter. 


This discussion should serve to emphasise that the 
ultimate beneficiaries of a policy may be different than 
the proximate beneficiaries. 


It is also possible that the tenant would have spent 
more...tn..the. absence, of. the -opportundty stescent the 
subsidized unit. Just as the benefits of the subsidy 
causes some households to increase their expenditures, 
some households may reduce their consumption of housing 
in ,ordere to,qualdgy «for sthe iubsidyealsAnsincreace tin 
expenditure seems more likely in that the policy is 
directed at households with affordability problems. 
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Appendix to Chapter 5: MURB Cost Estimates 


by Pearl Ing 


Table 5.7 presented earlier in Section 10.0 provides 
different estimates of the costs of the MURB program and 
indicates the principal assumptions on which the estimates 
are based. The purpose of this appendix is to present in 
greater detail the methods used for the MURB cost estimates. 

In their cost analysis, Clayton Research Associates 


(1981) use two approaches to look at the cost of MURBs to the 


federal government.(1) They are: 


= The Aenean tax loss due to the deductions of CCA 
[Capital Cost Allowance] on ald MURBS..OUuc Inge 
particular year; and 
= The discounted value of all of the future CCA deductions 
on MURBs started (or existing) in a particular year and 
their implications for tax revenue. (1981, p. 17) 
Clayton Research Associates estimated that, at the end 
of 1980, a total of 170,000 MURB dwelling units were either 
completed or under construction in Canada. As a result of 
the reintroduction of the MURB provision in the October 28, 
1980 Federal Budget, Clayton estimated 25,000 MURB starts in 
1982.(2) Using a marginal tax rate of 36%,(3) the MURB 
tax expenditure amounts to an estimated $67 million in 1981, 
up from $49 million in 1978. Table 1 compares the Clayton 
estimates at selected marginal tax rates with a Department of 
Finance estimate. Clayton suggests that the Department of 
Finance (1980) underestimates the federal revenue losses for 
several reasons. First, Clayton includes an estimate of 


corporate tax expenditures in their estimate. Second, 


different assumptions regarding the proportion of CCA 
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comprised by equipment depreciation increase the difference 
between the two estimates. 

The Department of Finance tax expenditure estimates 
appear to allocate 20 per cent of total tax losses due to CCA 
claims to equipment and only 80 per cent to buildings. The 
Clayton estimate allocates 89 per cent of total tax losses 
due to CCA claims in 1978 Co pulldingsvand il) per cent torccs 


claims to equipment. 


TABLE 1 


Estimated Annual MURB Federal Tax Expenditures, Canada, 
1976-1981 ($ Million) 





Clayton Research Associates 
Department of Finance* Estimates at Selected 
Marginal Tax Rates 


36% 40% 50% 60% 
1976 20 
Oy 25 n/a n/a n/a n/a 
1978 40 49 55 69 82 
1979 45 61 68 85 101 
1980 n/a 65 Aye 90 108 
1981 n/a 67 74 93 1g 


* Personal income tax only 


SOURCE: Department of Finance, Government of Canada Tax 


Expenditure Account, December, 1980, p. 22 and estimates by 
Clayton Research Associates, Tax Expenditures (1981), p. 18. 


One interesting point identified by the Department of 
Finance sis» ethat, 65.8" pemacent ofybhose .andayiduakoewhe 
reported tax deductions for MURBs had total incomes over 
$50,000 (1980, p. 19). Arthur Anderson (1984) suggests such 
individuals would have been subject to marginal tax rates 


averaging about 64 per cent from 1976 to 1981 (pie ) Ss) 
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Clayton also provides estimates of the discounted 


present value of future subsidies required for previously 


built MURBs, in order to evaluate future costs of MURB 
projects to the the federal government. C hay tion? chas 
estimated that all MURB projects started between 1976 and 
1981 (estimated at about 195,000 units) accounted for a 
discounted tax loss of between $560 and $725 million, 
excluding the complementary effects of soft cost 
deductibility. With respect to»*total 1981 MURB starts 
(25,000 units) only, Clayton estimated that the discounted 
1981 value of the federal tax expenditures resulting from the 
future CCA losses (to the year 2010) on these 1981 starts is 
between $49 million and $79 million (depending on the 
discount rate), at an average 36 per cent marginal tax rate. 
This amounts to the equivalent of a MURB subsidy in the range 
of $2,000-$3,000 per unit payable as a lump sum guant tne l gat 


(see Table 2). 


TABLE 2 


Estimated Discounted Value of MURB Federal Tax Expenditures 
From Future CCA Losses for 1981, MURB Starts(l) Canada, 
1981-2010 ($ Million) 


eee oe eee 


Discount Rate 


Marginal Tax Rates 103% 15% 20% 
Na atenmteon ov ijantes ls £4 9 eee 
36% 79 60 49 
40% 88 66 54 
50% 110 83 68 
100% 13:2 100 82 
BOC OUR we -isici £619" 26 
NOTE: 


(1) MURB starts in 1981 are estimated at 25,000 units. 


SOURCE: Estimate by Clayton Research Associates (1981). 


a 


Clayton Research Associates (1984) point out that these 
total tax losses are underestimated since they do not include 
principal income tax losses, the deductions for other MURB- 
related tax shelter items such as soft costs and no resale of 
MURBs from original investors. In addition, the forecast of 
1981 MURB starts used in the estimates was lower than the 
actual number of MURB starts in that year (p. 45). 

Taking account of ‘tax  dossesifdvie “to ScotUV cost 
deductions, Clayton Research Associates estimated that in 
1981, the MURB soft cost provisions together accounted for a 
revenue loss of $134 million, based on a federal marginal tax 
rate of 36 .per cent (the effect of) the CCA saccelerated 
depreciation) provision is’ excluded >in this’ total tsince this 
would result in double-counting). Table 3 provides estimates 
of the annual cost of MURBs built between 1976 and 1980. 
Table 4 presents estimates of the present value of tax 
expenditures to be incurred in future years as a result of 
projects started in 1981. Combining MURBS and soft cost 
deductibility, it is shownmdttnmat discounted tax” -locscec 
resulting from 1981 starts range between $140-$180 million, 
Or is equivalent tola@ lump sum/gqranit*of $5,600-$7,200 per 
unit delivered “in 1981, 

Gau and Wicks (1982) provide an alternative estimate of 
the expected level of federal revenue losses from the MURB 
Program. Based on CMHC (1980) data, Gau and Wicks estimate 
that from 1975 through 1979, there were a total of 574400 
multiple-unit dwelling starts across Canada. Assuming two- 
thirds of rental units (i.e. approximately 380,000 starts at 
the end of 1979 were certified as MURBs), and the average 


construction cost of a new rental unit for each UNLE (CMHC, 
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S75 Table 90; CMHC, 1980: Table’ 100), they present 
estimates of the maximum amount of capital cost allowances 
that could be claimed in the years 1976-1980, with an average 
rate of 7.5 per cent,(4) based on a marginal federal tax rate 
of 40 per cent. According to Arthur Anderson (1984) and 
Clayton (1981), approximately 60 per cent of units certified 
as MURBs were treated as MURBs for tax purposes. This would 


tend to suggest that Gau and Wicks have overestimated revenue 


losses. 


TABLE 3 


Annual Federal Tax Losses Resulting from MURBS, CCA and Soft 
Costs, 1976-1981 


eer POCA Pe OS er ee a 


L976 LS. nlp Es. aS UE) 1980 BIG 


ee eet 76 8589 388 ee eee 


MURB Provisions(1) n/a n/a 49 61 65 67 
Use of CCA rather 

than Actual 

Depreciation(2) 95 95 95 95 95 95 


DPeductibility of 
SoGty rosts( }) 


MURBS n/a n/a n/a 54 78 67 
Other Private Rental n/a n/a n/a Lal B2 49 
Total n/a n/a n/a 65 EO 116 
MURB and Soft Cost 

Provisions n/a n/a n/a HLS 143 134 
Memuetibility of CCA £0 (6 ee a ee 
NOTES : 


(1) Assuming a federal marginal tax rate of 36%. 

(2) This tax expenditure relates to the @totalm@stock soft 
rental dwellings which are being depreciated (not just 
MURBS). 


SOURCE: Clayton Research Associates. 1981, Tax Expenditures 
- Housing, Ottawa: CMHC, Pe V- 
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TABLE 4 


Discounted Federal Tax Losses Resulting From 1981 Rental 
starts 


I 


Direct Spending 
Equivalent (Lump 


Tax Subsidy Discount Interest Rate Sum Capital Grant 
Program(s) Period 10 LS 20 in 9649) 
(S$ Million) 
MURB(1) 1981-2010 49 60 79 $2,000-$3,289 
per pnre 

GEA tly) 1981-2010 120 99 83 $2) 00spenuunit 
Soft Cost 1981-1986 [63 24 iy $2,800 per unte 
Deductrvpi Laity for non-MURBs; 

$3,200 per unit 

for MURBsS 
MURB and 1981-1986 140 ¢ ¢h4e 81 $5,600-$7,250 per 
Seftscosts ungnC, PoRrsat15=20F 


Capital grant 





NOTES: 

(1) Assuming average federal marginal tax rate of 36%. 

(2) Assuming average federal marginal tax rate of 40%. 

(3) Figures include both personal and corporate deductions. 


SOURCE: Dowler, (1983), adapted from Clayton Research 
Associates. 1981. Tax Expenditures - Housing. 


Gau and Wicks' projections indicate that the total 
federal cost of the MURB program through 1980 is in the range 
Of $670 million. This does not include the cost of the MURB 
program “to the (provances, However, they do provide an 


estimate of provincial revenue losses: 


Inj cteumser 0 hAMURB; 2 ethe epre vwincesmiwisthest hewn 
Surcharge tax formula lost the revenue that they 
would have received given a higher federal tax 
collection. Based on the foregone federal revenue, 
the provincial cost of the MURB program through 
1980 was around $320 million. (Gau and Wicks, 
1232 Pao l6,eNote 2) 
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Thus, the combined federal and provincial revenue losses 


resulting from the MURB program, for the period 1975-1980, is 
estimated to be in the range of $990 million. 

Offsetting this cost in the future will be the federal 
tax revenue resulting from any recapture of CCA upon sale of 


the MURB properties. Gau and Wicks explain: 


Since 1972 the Income Tax Act requires that any CCA 

claimed during an investment which is greater than 

the actual economic depreciation of the asset be 

recaptured upon sale and taxed as ordinary income. 

This "excess" CCA is effectively, an interest-free 

loan provided by the government during the holding 

period of the investment. The net cost over time 

of the incremental CCA claimed under the MURB 

program is therefore the interest expense to the 

federal government of this CCA loan. With interest 
rates for government borrowings at the 15% level 

and assuming all the incremental CCA wi tag be 

recaptured, the annual federal interest expense of 

the above foregone tax revenue is approximately 

Syi00emid 1 i6nee 419825 p.05) 

The final total revenue loss estimate which Gau and Wicks end 
up with is $890 million. 

A more recent estimate of government revenue Losses 
resulting from the MURB program has been done by Arthur 
Anderson (1984). This study examines MURB projects from the 
viewpoint of an investor. This is a different approach from 
previous studies since the earlier studies concentrate on the 
deductibility of CCA to create or increase rental losses. 
Models were created of four pubic iy syndicated MURB 
projects, using the AsSUMpLIOns: “lo othe investment 
prospectuses. Since this approach was designed to evaluate 
the success of the MURB program in attracting investors, all 


tax consequences Of a MURB project were included. These 


were: 
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deductibility of CCA, 

recapture of CCA upon sale of the project, 
deductiprivtywof Isofttcosts:’, 

recapture of "soft costs" upon sale, 

capital gain on sale, 

deductibility of interest on money borrowed to 
finance the investment, 

deductibility of operating losses and/or: income on 
operating profits. (p. 26) 


The following were the key assumptions in this approach: 


The projections in the four MURB prospectuses were 
assumed to be reliable. Where the prospectus 
prov rdediton liys alo) year’ pro ject von Vet he ssame 
assumptions were extended for 20 years. 


Projects were assumed to be held by the original 
investor: fore 20 tyears?and) sold tinmthe-erseutvear. 


The assumed annual increase in the value of the 
project ovierstotalvoriginalircosit® wastes tiniated to 
provide the investor with a total net compounded 
abhterm stax sccashareturnsion) investmenttof Si6e: 


45% combined provincial and federal marginal tax 
rates were used.(5) 


The cost was allocated 2/3 to the federal government 
and 1/3 to the provinces. 


Approximately 195,000 units were assumed to be MURBS 
(this is the same number used by Clayton Research 
Associates (1981)) and are distributed across the 
years 1974 to 1984 to approximate the year each unit 
was first claimed for tax purposes. 


An average cost per MURB unit constructed of $63,000 
in 1982 was used, projected to other years using the 
Statistics Canada Residential Building Materials and 
Wage Rates Index. 


Ai netepresentsvaluwe taxsexpendiGurerof 5st ofitotal 
cost was used in Saher et the sample to the total 
population of MURBs. (6) (pps &27=32) 


Tables 5 and 6 provide summaries of the Arthur Anderson 


estimates of the current and discounted value of government 


tax revenue losses resulting from the MURB program. These 


estimates are higher than the Clayton (1981) estimates since 


Provincial revenue losses are included. On the other hand, 
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recapture of CCA and of "soft costs" upon sale of the project 
aneirbaken, Litto, iaccounts Total revenue losses to both 
governments resulting from the MURB program for the period 


1976-1982 on a current tax expenditure basis is approximately 


Sil Leet AVON. 


TABLE 5 


Current Tax Expenditure Summary of the MURB Program 
(SMALE LOny) 


1976 De 1978 ie E) 1980 19'S) 19S2 


Provincial 

Share 33 43 33 63 73 81 90 
Federal 

Share 66 87 108 128 146 165 £o5 
Total 99 130 161 19% D9 246 243 





SOURCE: Arthur Anderson and Co. 1984. Federal and Provincial 
Government Expenditures to Assist and Promote Rental Housing 


in Canada 1976-1982, p. 4. 


TABLE 6 


MURB Expenditures Summary - Present Value Basis 
Cs Misbpvon) 


Ee 


L976 aR at! 1978 19549 1980 198i, 1982 


Nee ee ee 


Provincial 

Share oy 38 4] 44 48 49 BO 
Federal 

Share 66 78 84 84 96 100 PON: 
Total 98 116 125 1728 144 149 TS. 


Be ee a ee 


SOURCE: Arthur Anderson (1984), p. 7. 
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Notes to Appendix 


(1) 


(2) 


(4) 


(3) 


(6) 


All of the cost estimates for the tax expenditures 
considered by Clayton Research Associates relate to 
revenue losses to the federal government only. The 
provinces also have revenue losses from several of the 
tax expenditures. 


For the period 1975-1980, Clayton estimated total row 
and apartment starts at 563,145 units. The estimated 
number for 1981 were 72,000 units. The estimation of 
the total number of MURB units up to the end of 1980 and 
projections of 1981 starts were calculated in different 
ways. The technique for total MURBS up to the end of 
1980 involves estimating, first, the number of MURBs in 
1978 (based on Department of Finance data), then, 
updating this estimate to the end of 1980 based on known 
and perceived market trends. The estimate of the number 
of MURB starts for 1981 is based on an assumption about 
the share of total expected row and apartment starts 
that will be MURBs. 


From a sample of 1978 MURB claims by the Department of 
Finance, Clayton determined that the average marginal 
tax rate was about 36 per cent of income before allowing 
for negative CCA income on rental property, but after 
deductions “for softscostsvand other’ tax=shelters. 


This assumes the starts are equally weighted between 
Class 31° (5* per ‘cent’ rate) “and” €iass'%32"(10" percent 
rate). 


Both Arthur Anderson (1984) and Clayton Research 
Associates (1981) consider a 45% marginal tax rate to be 
conservative because, according to a Department of 
Finance (1981) study, average maximum marginal rates 
werevabout: 649 "Erom"1979"> to"losi and about 503"in 1982 
(Geruigst) Bs 


Arthur “Anderson regard Ubhisvditecount tr avervas 
conservative since the average of the four sample 
projects was 15.96%. 
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CHAPTER 6: ASSESSMENT OF RENTAL HOUSING POLICIES: 
MARKET REPLACING 


LwOe Introduction 


Market wepilacing polllicies*consist ofthe initiatrves 
taken by various levels of government to intervene directly 
in the rental housing market (to supp lyiihousing ons a non— 
profit basis. The market replacing aspects of these policies 
involve two elements. First, governments may intervene 
directly rather than attempting to influence the decisions of 
private decision makers. A primary example is the provision 
of public housing. In addition, the intervention may also 
occur on a non-profit basis when the government involved may 
be prepared-to,absorb the ongoing: hosseseadncurredesiu: 
operating {the *project,"in order tot*“achieve herr soctral 
objectives. 

Market replacing policies can. use"eithem ot Ewo 
mechanisms:.. public housing, andenon-profit shousing.«-. Ine 
government itself owns and supplies rental housing in public 
hoOuUSs@toGgsaprocrams. Alternatively it) supports privace 
arrangements in) the. .supply iof nen=puofit -housing. The 
reliance on these forms of market replacing policies has 
changed markedly over the past twenty-five years in Canada. 
Through the 1960's into the early 1970's, public housing was 
the preferred instrument used by governments to provide an 
alternative source of rental housing. Since the early 1970's 
increasing attention has been directed toward the use of non- 
profit organizations and co-operatives to replace the market 
ae supplier of rental “housing. In the analysis that 


follows, attention is directed first toward public housing as 
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a means of replacing the market for the supply of rental 


housing. Non-profit housing is discussed in the second half 


of the chapter. 


2.0 History of Public Housing 


Public housing tin Canada,t historically, has peen 
conducted through partnerships between the federal and other 
levels of government. Up to 1978, public housing programs 
were carried out under Sections 40 and 43/44 of the National 
Housing Act. Section 40 provided for partnerships of the 
federal and provincial governments under which capital costs 
and operating losses were shared between the federal and 
provincial governments on a 75/25 per cent basis. Section 
43/44 authorized the federal government to supply low- 
interest mortgages of up to 90 per cent of the capital costs 
and, to grant a subsidy of up tog50 per cent of the losses 
for lowincome housing when tenants paid up to 25 per cent of 
their incomes on rent. New commitments under these programs 
ceased in 1978 (Canada, 1985, Appendix 2, pp. 8-9). Since 
that time, public housing has been supplied under Section 
56.1 of the National Housing Act through which provincial and 
municipal non-profit housing agencies receive assistance: 

Equal to the difference between mortgage amortiza- 

tion cost at market interest rates and at 2 per 

cent, and is first used to reduce total project 
cost, including amortization, and operating costs, 
down to the lower end of market rents. The balance 


is used to assist low-income tenants residing in the 
project. (Canada, 1985, Appendix 2, DP. 5) 


eis 


3.0 The Workings of Public Housing Programs 


As with other programs, the effects of public housing 
can be understood best by considering two extreme assumptions 
with respect to the private supply of rental housing. At one 
extreme, the supply of rental housing is assumed completely 
unresponsive to the level of market rents, whereas at the 
other it is assumed to be completely responsive. 

Public housing can be expected to increase the total 
supply of housing in the case where the supply of housing is 
totally unresponsive to the level of market rents. As shown 
in Figure “6.1 the addition of public housing tothe sstocksof 
housing which already exists depresses the level of market 
rents, but the lower market rents do not alter the supply of 
private housing. In the other extreme, the private supply of 
housing responds fully to the level of market rents. At any 
rent above the level R, the supply of rental housing grows 
whereas at any level of rent below R, the supply shrinks. 
Figure 6.2 shows the determination of the supply of rental 
housing in such a market prior to the introduction» of public 
housing. Given the demand for rental housing, the quantity 
of housing would be determined at Qf: when the demand for 
rental housing just assures amarket rent of R. If atotally 
unexpected public housing program increased the stock of 
housing to the quantity 0,, the level of rents would be 
driven down temporarily below R to Ra (1) AS a conseguence, 
private suppliers would reduce their quantity of rental 
housing until market rents are reestablished at R. Without 
any change in the demand for housing, the quantity of housing 


will again become Or in Figure 6.2 as private landlords 
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Figure 6.1 


The Market Effects of Public Housing: Inelastic Supply 


Rent Ss Sy 


QO Q) Quantity of 
: rental units 


- quantity of public housing 


- rent level prior to public housing 
- rent level with public housing 


- guantity of rental housing prior to Gp race eye auas and 
quantity of privately supplied rental housing wit 


public housing 
- quantity of rental housing after public housing 


SAY 


Figure 6.2 


The Market Effects of Public Housing: Elastic Supply 


Ren 


‘e) , Quantity sor 
_ Qe 2p rental units 


quantity of public housing 

rent level prion to subi cshousi ng 

rent level after adjustment to public housing 

initial rent after unexpec Ecersuppiy of Sere housing 
Private supply of rental housing after adjustment to 
public housing 


total supply of rental housing after adjustment to 
public housing 
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reduce their supply in response to the lower level of market 
rents. Public housing in these circumstances has displaced 
on a one-for-one basis rental housing which would have been 
available from private suppliers. 

The fact that public housing which has been fully 
anticipated by private suppliers does not have any effects 
under the circumstances provides another example of the fact 
that public policy may have unintended effects which tend to 
offset its original purpose. In the case of public housing, 
the effect is quite subtle. The new housing produced by the 
program is visible and easy to attribute to the program. The 
discouraged supply from private suppliers is less easy to 
discern and would tend not to be identified as an effect of 
the program. 

One irony of this displacement effect should be noted. 
To. Stine eaten tart hate housing markets are segmented, the 
displaced housing would more likely be at the lower end of 
the market. Thus the public housing displaces privately 
supplied housing which would serve the same needs toward 
which the public housing is directed. 

The effects of public housing on the level of rents and 
the supply of rental housing are clearly more favourable when 
the supply of rental housing does not respond to rent levels. 
The lack of any response to rent levels "short circuits” the 
displacement effect on the private supply of rental housing. 
The extreme case of a supply of rental housing which is 
totally unresponsible to market rent would be unlikely to be 
present in any housing market over the long run. Private 
suppliers treat housing as an investment competitive with 


other forms of investment according to their respective rates 
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of return. Inasmuch as rent levels are an important deter- 
minant of the return from housing, the stock of rental 
housing is likely to be sensitive to rent levels in the long 
vebea' (ura, 

It may be objected that the extreme form of unresponsive 
supply may be descriptive of the rental housing market in the 
short run, Even this ear naires Ooverstates the likely 
short-run effects,of public housing. yEheuwsupply~ofapubdsic 
housing must be a net increase to the supply of housing for 
this analysis to apply. Yet the planning and construction of 
new public housing will serve to shape the expectations held 
by suppliers of private housing units of the rents that they 
are likely to receiive..«Thus even cin fehe short: run, piubslaite 
housing can displace private rental housing which would have 
been built in its absence. Public housing is more likely to 
depress, market.-rents in.a, housing marketdin#whichs Witt ke 
growth could be anticipated in the supply of private housing 


than in one where rapid growth was expected. 


420° Attordaple Housing 


4.1 Adequacy of Income 


Public housing alleviates the affordability problem by 
providing rental accommodation to the tenants of rental 
housing at rents which are below the market level. Analysts 
of housing policy praise public housing as an instrument of 
income redistribution. The) Canagian Counca ator social 


Development (1977) in its review of social housing policy 


asserted: 
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Criticisms levelled against public housing over the 
years are legion, “but one fact stands out. 
Whatever else could be said, public housing has 
served and continues to serve the most-needy 
Canadians with low-rent housing based on their 
Solty to pay. (p. 69) 


Similarly, Marks (1984b) observed: 


Public housing, which is a form of geared-to-income 

housing, has traditionally been viewed as the most 

effective and direct means of addressing the 

SteOvaabitityoprob lem. (peo) 

Despite these strong expressions of support for public 
housing as a measure of income support, the ways in which it 
achieves these objectives should be examined carefully for 
present purposes. 

An important aspect of affordability entails the ability 
Greer policy to direct resources to, target income groups. 
Public housing achieves this end by setting rents for tenants 
on the basis of their income, typically no more than 25 per 
cent. The levels of subsidies achieved by public housing in 
Ontario during 1983 are reported in Table 6.1. 

The beneficiaries of the subsidy inherent in public 
housing will be determined by the composition of the tenants 
accommodated at any time. Fallis (1980) has estimated the 
income redistribution effects of public housing compared to 
the benchmark of a neutral program of redistribution. Ins 
resulting estimates, presented in Table 6.2 lead Fallis to 
conclude that: 

If public housing were replaced by a neutral alter- 

native, the lower income tenants would be made 


worse off and higher-income tenants better ohana 
using the market value measure of benefits. (p. 60) 


Sak 


TABLE 6.1 


Average Monthly Geared-to-Income Subsidies, 1983 


a Ee ee er ee oe 


SRentable 
$/Unit/Month Room/Month 

a ee ae eS ee he ee ee ee 
OHCa Metro Toronto 295 | 66 
OHCa Province 207 50 
(excl. Metro Toronto) 

Senior Citizens 179 52 

Families Zo. 48 
OHC4 project total 236 56 
MTHCLD (senior citizens) 134 49 
Commercial rent supplement PAPAS: Dei 


Community-sponsored rent 
supplement 293 aes ae 


a 


NOTES: 


OHCs Ontario Housing Corporation 

b MTHCL: Metropolitan Toronto Housing Company Ltd. 
Subsidy per Rentable Room cannot be calculated for 
Community Sponsored (non-profit) rent supplement units 
because geared-to-income assistance is not tied to 
Particular units. 


SOURCE: Marks (1984), p. 77, from Ontario Ministry of 


Municipal Affairs and Housing, 1983, Table 42, p. 68; OHC 
1983 budget and additional staff calculations. 
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TABLE 6.2 


Distribution by Income Class of Benefits Among Participating 
Tenants in Public Housing, Ontario 1970 





Average differential benefits($) 





Distribu- Participants 
tion of Marke tyes percentage 
participants value of the 
Income (S$) (%) measure entire class 
Qa 1,999 24 -520 2@1 
2,000 — 3,999 25 =li2 PB 
4,000 =. 5.99.9 46 270 5 a4 
6,000 — 7,999 5 696 0.5 


we 
| 
I 
I 
| 
I 
| 


8,000 


SOURCE: Fallis (1980), p. 67 
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Moreover, as Table 6.2 indicates, in terms of > vertica! 
equity, the entire benefit of the subsidy element of public 
housing was confined to tenants with incomes below $8000 and 
no more than 5 per cent to tenants with incomes above $6000. 
This evidence suggests strongly that public housing programs 
are effective at directing their benefits to the target group 
of low-income households. 

The estimates on vertical equity discussed above most 
likely:overstate the ability of public housing to direct its 
benefits to target households. Undoubtedly some households 
misrepresent their incomes in order to qualify for or remain 
eligible for public housing. Some households may remain in 
public housing even though their incomes rise above the 
limits unless they are regularly monitored by the housing 
authority. Finally, some households may turn down opportuni- 
ties for better jobs or even for employment itself if 
acceptance would have jeopardized their eligibility for 
continuing assistance. Such behaviour would be most likely 
when the employment opportunity cannot be judged to be 
permanent. This, latter problem (is more slike) veto pee 
problem for public housing than for other housing programs 
such as housing allowances. Once a household loses the 
benefits of public housing, it would have to work its way 
through the waiting list to regain them. 

The other dimension of the affordability goal concerns 
the degree of horizontal eguity attained by various programs. 
Horizontal equity as applied to public housing refers to the 
Proportion of eligible households receiving benefits under 
the program. If the proportion of the target groups gaining 


assistance through public housing is large, then the program 
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can be said to achieve a substantial measure of horizontal 
equity. 

Fallis (1980) presents evidence with respect to the 
horizontal equity of public housing programs in the form of 
the proportion of any income class which participates in the 
benefits from public housing. He finds participation rates 


of the following magnitude: 


Income Participation rate of income 
group in public housing 


(%) 

O-1999 2 is 
Z000=3999 ZEAL 
4000-5999... 4 5.4 
6000-7999 a2 
8000 + rea 


The highest participation rate for public housing is little 
more than one in twenty and does not occur in the lowest 
income group. The participation rate for the lowest income 
groups is approximately one-in fifty fore the very lowest 
group and one in thirty-three for the next lowest group. 

The low participation rates in public housing appear to 
be widely recognized. The ‘Canaddan Gouncil jon Social 
Development (1977) observes with respect to public housing in 
Canada as a whole: 

Since the traditionally-preferred mechanism over 

thewlast scquarter of a century, fas managed to 

deliver assistance to about 140,000 households who 
would otherwise be in the same category, it can be 
assumed that about 14 per cent of the problem has 
been met. Even if such programs were to be as 
active as in the past decade, it would take at 
least another 50 to 70 years to deal with the rest 
of the problem. (p. 74) 


The problem of horizontal equity under the program at 


present gains further emphasis by the presence of waiting 
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lists for accommodation in public housing. The Association 
of Municipalities of Ontario (AMO) has assembled data which 
are presented in”"Table 6.3'on the numberof *how’seholds von 
waiting lists “for publi c*housing supp lived hy various 
authorities in Ontario. These numbers appear to be substan- 
cia be A more complete perspective can be seen from the 
annual experience of ‘one housing agency. Cityhome, the 
public “housing agency “of “the. City jof Toronto, reports a 
waiting list of 4,205 households, with 1,569 new applications 
received during 1982. The waiting list can be compared with 
Cityhome's total stock’ of 3,820 housing “units at the time. 
AS can be seen from Table 6.4, the waiting list also appears 
to be concentrated in the lowest income ranges. 

Fallis (1980) presents the criteria used for admission 
to-“public housing: as@shown tin! Pabiie ‘6157 Some further 
indication “of the ‘severity “of the rationing problem is 
revealed by the fact that applicants gain additional points 
according to the period they have spent Warting® ‘to* date. 
Amazingly, the applicant gains 10 additional points for a six 
year wait. This observation, in itself, indicates the very 
limited availability of public housing relative to the size 
of>theme hig@bh le Gangetqroup. rt Vs /also* Anteresting ste 
compare the allocation of public housing to the non-market 
rationing system used in the U.S.S.R. which was described in 
Chaptenm 

The limitations of housing allowances with respect to 
horizontal equity appear to be exacerbated by the practical 
administration of public housing. The AMO (198la) condemns 


the point rating System as follows: 
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TABLE 6.3 


Selected Waiting Lists for Assisted Housing 





1980 1981 
Metropolitan Toronto 
Housing Authority Families 3,295 47710 
(OHC) Seniors 576 608 
39.0 1h 5, ows 
City Home 
(City of Toronto NPHC) pee ie ih 3,569 
City of London Families 88 84 
Housing Authority Seniors 90 179 
(OHC) if? 263 
Sudbury Housing Families 319 434 
Authority (OHC) Seniors 74 183 
393 er) 
City of Ottawa Families 553 874 
Housing Authority Seniors 422 329 
(OHC) TS 17,203 





SOURCE: Association of Ontario Municipalities (1982). 


aa 


TABLE 6.4 


Cityhome RGI Waiting List: Annual Household Incomes, 
December 31, 1982 


nn 





Households 
Income Range Number Percent 
a ee ges) ee ee ee 
$O - 4,999 LFL70 32424 
$5,000 - 9,999 1,408 38.79 
$10,000 - 14,999 704 LOeia9 
$15,000 - 19,999 260 7.16 
$20,000 - 24,999 60 1.65 
$25,000 - 29,999 1) 0.46 
$30,000 - and over 10 O.25 
Total 3,629 100.00 


$8,143 


Average 


Median = $6,804 


NOTE: Income of 569 households not reported, generally 
representing social assistance or other fixed incomes to be 
confirmed when housed. 


SOURCE: City of Toronto Housing Department, 1983, D. 3de 
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TABLE 6.5 


Admission Criteria for Public Housing 


a ee eee ae ee ee ee ee ee Ee 


The criteria used to admit households to family public 
housing are reflected in the point rating reproduced below, 
obtained from the Tenant Placement Branch of the Ministry of 
Housing in Ontario. 

The applicant's present situation is assessed and the 
degree of need is established by a personal interview 
conducted by a staff member once the application has been 
processed. 

The conditions of need to apply for housing and the 
categories for points are as follows: 


Residential qualifications 
Points are awarded for the length of time the applicant has 


been a resident of Metropolitan Toronto up to ten years (0-10 
points). 


Overcrowding 
It may be assumed that two persons to a bedroom, i.e., 
husband and wife, or two children of the same sex over five 
years of age, is the norm. When an applicant who is a house- 
holder has caused overcrowding by taking in lodgers, it is 
not reasonable to award overcrowding points (5 points). 

In cases of gross overcrowding where the family is two or 
more bedrooms short, 15 points are awarded as a health factor. 


Separated families 

A family not all living under the same roof may be separated 
for several reasons. Points should be allotted when members 
of a family are required to live apart because Of.) ack o£ 
Suitable accommodation: children under temporary Children's 
Aid; husband is obliged to live away from family because his 
work is too far from present home; or accommodation is too 
email. 4154points). 


Health or Medical Factors 

It is desirable to give some consideration to applicants who 
need to be housed for medical reasons. A doctor's letter is 
required. It is reasonable to distinguish between illnesses 
that are affected by housing conditions and illnesses that 
may be distressing but are unrelated to housing (15 points). 


Number of dependants 

This is self-explanatory. Points are given for the number of 
dependent children who are living with the applicant un ca 
such time as these children either commence work and leave 
school or home (0-10 points). 


Percentage of income to rent 

This should include day care or nursery school costs as part 
of the total rent cost for working one parent families. A 
statement from the school is submitted in all cases: 0-25%, 0 
pts; 26-9%, 3 pts; 30-43%, 5 pts: 35793, 10 Dts, 40-39%, 12 
pts; 50 and over, 20 pts. 
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Table 6.5 (cont'd) 


Abnormal financial commitments 

Some families incur an excessive burden of debt through 
circumstances largely beyond their control. Prolonged 
illnesses, specialized medical care resulting from accidents, 
legal claims, etc. can be contributory factors (15 points). 


Waiting period - without offer 

People with reasonable needs can frequently be passed in the 
selection process by the continuing reception of new 
applicants with higher points. This is recognized by the 
awarding of points in this category. Where an applicant has 
been offered suitable accommodation and has refused for 
personal reasons, the points for waiting shall count from the 
date of such refusal, not from the date of application: one 
year, 1; two years, 2; three years, 4; four years, 6; five 
VEqars 16° Six Veans, 11). 


Structural conditions 


A specific number of points can be awarded for any or every 
facility that is shared or in poor structural condition - 
includes overcrowding category (0-30 points). 


Notice-to-vacate 

If the applicant has a notice-to-vacate, the premises then 
cease to be a factor. Points are given for either poor 
structural condition or a notice-to-vacate, not both (30 
points). 


Maximum points 125. 


—Ssotedinss 2! wee. $e oe ee gti waehed Ante rt) Pie Jon vt eee 
SOURCE? sPablas 0 1980)) jap eeGy 
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The system employed currently in most municipalities 
in Ontario seriously underrates the problems of 
affordability. The present system was designed at 
a time when the major housing problems were related 
to housing conditions and, therefore, most of the 
points are accorded for inadequate housing. 
Furthermore, there is an inconsistency between the 
systems in use for families and seniors, in that 
the system for seniors allocates points for income 
levels as well as for the rent-to-income ratio 
whereas the system for families allocates points 
only for the latter. The system generally in use 
For families has a maximum of 125 points. There 
are no points for level of income and only a 
maximum of 20 points for affordability problems. 
Consequently, a household experiencing no other 
housing problems and spending close to 40% of its 
gross income on rent would only score 12 points 
irrespective of income level. The Ministry argues 
that any family with fewer than 20 points is not 
really very needy. (p. 21) 


It is quite possible that these criteria are consistent with 
some housing goal but they appear to provide an obstacle to 
the attainment of horizontal equity. 

A second aspect of horizontal eguity concerns the dis- 
tribution of subsidies among tenants of public housing who 
are in similar economic circumstances. This dimension can be 
examined by comparison of subsidies received by different 
groups of tenants. The Canadian Council on Social Develop- 
ment (1977) reports that the distribution of public housing 


and subsidies for 1970: 


Shows that there was a considerable range of subsi- 
dies received by tenants with the same income in 
1970. The range was as much as $100 a month: from 
$20 to $120, and this situation existed at alt 
SAlameribeyellisehsene farther “breakdown [for 
Bees. cin 1975, control ling tor rent levels, to 
see if within one rent group tenants were receiving 
comparable subsidy amounts...showed that for all 
economic rent groups the dispersion about the line 
of horizontal equity was considerable. For 
example, within the economic rent class of $120-140 
a month, the amount of subsidy received by tenants 
with $200 income ranged from under $40 to nearly 
$80 a month; and for tenants with incomes-in the 
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$600 a month range, the subsidy received varied 

from close €to zero. Co 570 a month. (p..d 30 

Public housing, ironically because of its current limi- 
tations, does avoid the problem identified earlier which is 
inherent in housing allowances in that they direct benefits 
to households with current low incomes who are not an 
integral part of the target group. While public housing 
programs, in common with housing allowances, cannot avoid 
using current income as measures of need, the waiting period 
for public housing makes it less likely that households which 
have fluctuating incomes will either apply for or qualify for 
public housing if their low incomes are temporary. By the 
time they have worked their way up the lists to a position of 
priority, they will be more likely to be in a position where 
their current income excludes them from gaining the benefits 
of public housing. This force will be stronger if i) house- 
holds are required to leave public housing once their income 


rises above the maximum support level. 
4.2 The Adequacy of Housing 


A public housing program by its very nature Supplies 
accommodation to its beneficiaries. They must occupy the 
accommodation offered under the program in order to receive 
its benefits. As «the preceeding. analysis «shows ett is 
Premature to identify the overall effects of public housing 
on the basis of this evidence alone. The impact of public 
housing on the overall availability of rental accommodation 
depends on the responsiveness of private suppliers of rental 


housing to the level of market rents. 
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Evidence on the impact of public housing programs on the 
supply of rental housing appears to be non-existent. The use 
of reasonable estimates with respect to the nature of the 
demand for and supply of rental housing can indicate the 
possible magnitude of the displacement effect. 

Table 6.6 below gives estimates for effects of public 
housing on the supply of rental housing and the level of 
market rates for a variety of assumptions. The results show 
that the displacement effect of public housing would be 
substantial under all sets of assumptions. In the most 
favourable circumstances, half the initial effects of public 
housing on the supply of rental housing would be displaced by 
a reduction of the private supply whereas in the least 
favourable case, over eighty per cent of the public housing 
would be offset through the displacement effect. 

The secondary effects of public housing on market rents 
are also shown in Table 6.6. As in the case of the quantity 
effects,..the calculated.effects on market rents differ sub- 
stantially from case to case according to the values used 
for elasticity of demand and supply. As would be expected, 
public housing would have its greatest impact on market rents 


when the supply of housing was least responsive to rents. 
5.0 Effectiveness for Cost 
5.1 Adequacy of Income 


The benefits of public housing in income supnorh. .o 
target groups accrue directly to the occupants of public 
housing and indirectly to other tenants, in both cases in the 


form of reduced rent. From this perspective, the cost 
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TABLE 6.6 


The Effects of Public Housing on Rent and the 
Supply of Rental Housing: Various Assumptions 


Se 4 oe Se 8 es es Oe 2 Ie Oe eee AR eae 
is Before Public Housing 


Rent $500 


Quantity of Rental Housing 1000 units 


II After 100 Public Housing Units 


Es Ed 


er Hy / 


Rent 


464 
458 
450 


470 
467 
462 


475 
472 
469 
450 


—~ 


Quantity of 
rental housing 


1050 
1041 
1030 


1040 
1034 
1024 


HOS 
1027 
HON GS) 
1000 





NOTE: Demand and supply functions calculated as linear 
approximations at initial rent and quantity of rental 


housing. 
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effectiveness of public housing requires a comparison of 
these benefits with the costs to government of providing 
them. Three issues that need to be considered are i) the 
household's assessment of the benefits from the lower rents 
resuiting from the public hot’ising;” ii) %the*cost of public 
housing in relation to comparable private sector housing; and 
iii) the administrative costs incurred by government 
agencies. 

The benefits from public housing programs accrue to the 
recipients as an in-kind payment in the form of housing 
services. As discussed earlier, in-kind benefits expressed 
at market prices are not valued to the same degree by reci- 
pients as income transfers of the same amounts. AS Fadshvs 
(19380) states: 

The restriction on household choice is especially 

important in many housing programs ry witli ch. not 

only is’ the subsidy invthe form of reduced prices 

but also only one quantity of housing services is 

offered at this reduced price. There is only one 

housing unit offered, take it or leave ce Pobuere 

housing is a program of this sort. (p. 53] 

Fallis has calculated the adjustment which must be made to 
the market value of housing services received under pubive 
housing in order to determine the household's valuation of 
the benefit. 

Table 6.7 shows the difference between the market and 
consumer surplus measures of the benefits of public housing 
as calculated by Fallis. The former measure captures the 
actual reduction in rent to typical households in each income 
group, whereas the latter captures the household's 


valuation.(3) As can be seen, the value of the benefits 


accruing to households are reduced substantially when 


Oe be 


TABLE’ 6.7 


Difference Between Market Value and Consumer Surplus 
Measures of Benefits of Public Housing, Ontario 1970 





Average differential benefits 


Market Consumers 
value ; surplus 
Income (S$) measure measure 


a ee 





OR ael oo =U 202 
PE OL IRT S ah RES NS, rol he appa 
477000" =— “5,999 270 438 
Gp OUUe a ooo 696 889 
8,000 + --- --- 


—_———————OO—— 


SOURCE 2. Fal iis (980) 2p. Gu. 
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adjusted to reflect the household's evaluation of this 
benefit. 

The indirect benefits of public housing to other renters 
in terms of reduced market rents are more difficult to 
estimate. The example in Table 6.6 shows that additional 
public housing equal to 10% of the housing stock reduces the 
level of market rents anywhere from5 to 10 percent. Unlike 
Enetrdirects benefits fromitpublac! ihowsinopr tiie (benetd teis 


available to the renters of other housing regardless of the 


quantity of housing consumed. 
5.2 Comparative Expense 


An increasing accumulation of evidence (Borcherding, 
1983) suggests that public-.supply arrangements for any good 
or service are usually more expensive than comparable private 
suppliers for the same good.(4) Thus any review of the cost 
effectiveness of public housing should include an enumeration 
of the costs of supplying housing services through this 
means. 

Only very limited evidence is available on the cost of 
supplying housing services through public supply arrange- 
ments. One of the more comprehensive Setiadtés for Canada, “has 
been conducted by MacMillan and Nickel (1974) who compare the 
costs of rent supplements and public housing in Manitoba. 
Their approach is a limited comparison of the various ways of 
providing housing to the 817 families receiving 100 per’ cent 
rental supplements in January 1971, for which the federal and 
provincial governments shared $1 million annually in expenses 


on a 50/50 basis. 
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Their calculations of the costs of public housing are 
based on the following assumptions: 

- costs of each single detached three-bedroom 
bungalow of appropriate specifications would be 
$18,000. 

> gamortized over 50, yearsiat 74.8743 tor federal 
government share and at 8 174% for provincial 
government share 

- current operating expenses for taxes, insurance, 
utilities, etc., were $400,000. 

On the basis of these assumptions, they estimate that 
the annual cost of public housing for the 817 families would 
Des 1.6 Mit | ton, sor 160 per cent more than the costs of 
housing the families in private accommodation with 100% rent 
subsidies. 

The MacMillan-Nickel study has been criticized by Marks 
(1984) on a number of grounds: 

Lt 1S not, clear jfromeaene study whether the rented 

housing was adequate or whether the samples of 

public housing and supplement households were well- 
matched. Moreover, there is no discussion of the 


Sensitivity of the results to the Eyieness of the 
particular housing market. (p. 79)(5 


Nevertheless Marks concludes: 


The study does lend some Support to the argument 

that it may be more efficient to Re Lvsen Sx iS hing 

housing. (pe. 79) 
[nother words, public Supply arrangements appear to be less 
Sf ficient ay Providing housing at low cost than use of the 
Private market. Public housing, by its nature, is tied to 
public supply arrangements. The housing allowances discussed 
in Chapter 4, in contrast, give tthe recipient households an 


Opportunity to search out efficient Suppliers. 


Ao 


Marks (1984), in turn, makes crude estimates of the 


comparison of public housing and rental Supplements for 
Ontario in 1983. He suggests that the average household in 
public housing would pay $256 to $268 per month (based on an 
income of $12,300 to $12,900) for public housing. The 
average rental subsidy paid to households outside Toronto was 
$261, giving a total rental cost in the range $520-530 per 
month. Marks concludes that this figure approximates the rent 
which would be paid on behalf of households which cannot 
afford to pay any rent, the benchmarks of the MacMillan- 
Nickel study. Marks then compares these costs to the 


following rents: 


Toronto - three bedroom 
Controlled $478 
Uncontrolled $584 

- two bedroom 


Controlled $401 
Uncontrolled $518. 


As can be seen, the cost of public housing would be less than 
the cost of an uncontrolled three bedroom apartment, compar- 
able to an uncontrolled two bedroom apartment and roughly 9 
to 30 per cent more than controlled apartments. ‘®) 

The comparison used by Marks (1984) presents a ba tyorna 
puzzle. He compares the cost of public housing outside 
Toronto to the costs of rental housing in Toronto with only 
the caveat that "Outside Toronto rents would probably be 
lower". (p. 80) The comparison for Toronto admittedly is 
complicated by the fact that the subsidies are presented only 
for all household units rather than families alone. Using the 


overall subsidy figure for Toronto adds $34 to the subsidy 


and gives the following comparison: 
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Rental cost: public housing $554 - 564 


Market Cost of housing allowance 
as a per cent of cost of 
public housing 

- three bedroom 


Controlled $478 86 

Uncontrolled 584 105 
- two bedroom 

Controlled 401 72 

Uncontrolled 518 94 


Alternatively, an estimate could be made on the assump- 
tion that the ratio of subsidies to families relative to all 
subsidies are the same in Toronto as outside Toronto. Under 
this assumption the average subsidy to families in Toronto 


would be $372, giving the following comparison: 


Rental cost: -publici,housingws6.26 = i640 


Market Cost of housing allowance 
aS@ga, Der “cent of costaar 
public housing 

- three bedroom 


Controlled $478 76 

Uncontre led i532 93 
- two bedroom 

Controlled 401 64 

Uncontrolled) 518 82 


This final set of assumptions suggests that, ac in @ihe 
MacMillan-Nickel study, public housing appears to be more 
expensive than rent subsidies for providing adequate housing 


to low income households. 
5-3 Administrative Expense 


Little evidence appears to be available regarding the 
expenses that are borne by agencies of government in the 
administration of public housing programs. These expenses 


are rarely taken into account in assessing the costs of 
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government programs. One piece of evidence is provided by 


Woods Gordon (1981) who pull together some scattered 


evidence. They report that: 


For the Community Housing Division of the Ministry 
eh Housing d¥rect” operating costs per unre of 
housing produced in 1980 were estimated at $825. 
Costs associated” with “work “Carricd oul. by 
appraisers andeeotheriwM,0.H.ak Stahl» outsides ine 
Community Housing Division have not been included. 


(ue lel.) 

Preaddition, they report that CMHC's adminstrative cost for 
each unit financed or supplied averaged $678 per unit, an 
admittedly low estimate for loans under the non-profit 
program. Public housing in Ontario would incur both these 
expenses, adding approximately $1500 to the overall cost of 
each unit in 1980. If these costs were added to the other 
capital costs of housing units, they would add approximately 
$10 per month to the implied subsidy. 

Mhearpurpose of -thrsSda'scu’ss ion “has ween “CO oye piel 
attention to possible cost differences between public housing 
and other forms of housing assistance. At most, the crude 
estimates are only suggestive: public housing appears likely 
to be more expensive than other forms of assistance. The 
crudeness of the estimates call for much caution. Clear ty “in= 
depth research is required to make any definitive conclusion 


on the issue of relative costs. 
5.4 Adequacy of Housing 


The second dimension of effectiveness for cost obs okie Mkek we 
housing concerns the adeguacy of housing aspect of the 


affordability and housing goal. From this perspective, 
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public housing should be judged in terms of its impact on the 
size and quality of the rental housing stock. 

As already discussed, a distinction must be made between 
the number of units supplied through public housing and the 
impact of public housing on the rental stock. The difference 
between the two measures results from the displacement effect 
that public housing has on privately-supplied rental housing. 
Thus the "benefit" measure in terms of housing availability 
should be measured by the net effect on the stock of rental 
housing. Moreover, if it were possible, account should also 
be taken,.of the type of, housing displaced bye thes oubienc 
housing. To the extent the housing market can be segmented, 
housing which would have been directed toward low income 


tenants will most likely be displaced by public housing. 


6.0 Rent Gouging 


Even though public housing programs are not justified in 
terms of their»effects of .rentsgqouging, ansargument might abe 
made..to .thexefitect ‘thatsby. sery ing, as. ast andword ote ast 
resort" ~public, housing jautnori ti esmeould factet oureet wi 
rent gouging whereby landlords take advantage of tenant 
ignorance or immobility to charge above market rents. Such 
an argument, .requires,,,however, that..thes pubshies housing 
authorities i) give wide publ icity of, therterms under which 
they make housing available; and ii) have a stock of suitable 
housing available so that such households can switch at will. 
The reality of public housing in Ontario prevents jt. from 
Fuse ulling this role, 19g inven: the Lengthyviwailtindnal1 St sector 


public housing at present. 
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7.0 Security of Tenure 


Public housing programs raise questions of security of 
tenure at both entry and exit. A household must physically 
Decupy units of public. housing in: order to jshare ig tue 
direct benefits from this program. The presence of waiting 
lists aside, this requirement makes public housing more 
Suitable for some households experiencing affordability and 
income problems than for others. Public housing would be 
more suitable for households that experience problems over 
the longer run. All households must weigh the costs of 
Giving up their current housing in ofder,to quality, forstuc 
benefits of public housing in the short run. But households 
with short term problems may be reguired to move once their 
circumstances change and they cease to be eligible for the 


Denerits or suitability of public housing.!”? 


e.0h Economic tht ficiency 


The benefits from public housing programs can only be 
obtained by occupying units in designated projects, 
Moreover, at present tenants cannot occupy this shousiog 
immediately at the time at which they become eligible for 
benefits but rather must wait until units become available, 
the length of the wait determined by criteria discussed 
earlier. Fach of these features cause significant informa- 
tion and transactions costs for potential beneficiaries of 
public housing benefits. 

The information costs arise because of the need for 
beneficiaries to determine the types of accommodation that 


are available, the locations of such accommodations, and to 
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determine the conditions which must be satisfied in order to 
be eligible. Eventin ithe absencesofawaiting lists, these 
information costs alone may serve to deter potential benefi- 
clariess Crom Pattempeting. “tol "qualufy "for BPuribve sousing 
benerits. With ‘the current Need for rationing “of spup ic 
housing, the willingness and ability to overcome these costs 
becomes an additional, albeit implicit, criterion for eligi-— 
Dbrliaty for public Nhotsing benetates 

The’ transactions costs tor’ benefictianrtes *consirsG ror 
satisfying the procedures for establishing eligibility for 
benefits and the need to wait for appropriate units to become 
available once eligibility has) been® testabia shea The 
Criterla uséd to establish eligibid@ucy tinelude: Weng tier 
mesrdence. tng curment 4 Unpiscdwet ion, Cur reae hous nig 
conditions, family status, Nealth, current bpurdensot srenc, 
financial commitments and current housing status. The need 
to endure’ av substantialewait invorderwtomoainwaccess Ato 
public housing places a household in a position of consider- 
able uncertainty. Shoul'd “rt! search! for) alternative but 
Suitable housing within the private sector? What type of 
contractual’ commitments! should Gdt®imakey wit a tse Cumpenc 
landlord? Whaticaccountt should sei tetake torethe prospect of 
obtaining public housing in making decisions about seeking 
employment? The §facte that ‘access? toepubiltiic uhousingi as 
discretionary and that the receipt of benefits is tied to 
occupancy of a specified unit of housing makes all these 
questions relevant to potential beneficiaries. 

Questions of recipient choice are also important aspects 
of the economic efficiency of public housing. As mentioned 


above, the receipt of benefits from public housing are not 
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just tied to the consumption of housing services but also the 
consumption of housing services from a specified unit of 
housing. The fact that benefits are tied to the consumption 
of housing, as already discussed, means households value the 
benefutssat less than their market Value. “This discounted 
value is exacerbated by the fact that the tenant's choice of 
housing is further constrained. The fact that the location, 
the’size, the quality and other factors of the housing are 
not what the tenant would have chosen with a cash transfer 
equal to the same resources as required to supply the public 
housing reduces the value of the benefits from public 
housing relative to a cash transfer of equal value. 

The question of tenant choice must also be considered 
when households' circumstances change. The tenants of public 
housing must face the dilemma of sacrificing the benefits 
From public housing in order to,gain more suitable housing 
with respect to their changed circumstances. This lack of 
flexibility affects economic efficiency in a number of ways. 
Households may continue to occupy housing which no longer 
suits their needs and which may be more highly valued by 
other households. The eftfteiency <~peects of the Lack of 
flexibility go beyond the effects on the efficiency of 
housing use. Recipients of public housing benefits may be 
constrained in their choice of employment if the need to 
change location jeopardizes their benefits Prom upub LG 
housing. Alternatively, a change in location of employment 
which may otherwise lead to a change in residence may lead to 
excessive amounts of commuting if benefits from public 


housing would be lost by making a move. 
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9.0 Administrative Efficiency 


Unlike some other housing policies, public housing 
requires an extensive administrative apparatus. The public 
housing authority must also assume the responsibility for 
determining the Criteria «lor -cligubild tyye assecatma 
applicants according to the criteria, ranking applicants with 
respect to priority, notifying applicants when space becomes 
available and monitoring the status of tenants so as to 
determine the amount of subsidy for which they are eligible. 
Moreover, these processes impose a similar burden of 
Supplying information and compliance on the part of the 
applicants and tenants. Unfortunately, direct evidence does 
not appear to be available with respect to these costs. It 
appears that they are more substantial than for a program 
which uses the tax system, either alone or in combination 
with the market mechanism in determining and distributing 


benefits. 
Qin eiPiLe xa ul ey, 


Public housing programs must be judged as not very 
Flexible in responding to changing needs, though some 
differences exist with respect to different POW LCV ego ass. 
Public housing policies can be altered rapidly to adjust the 
amount of income support offered to current tenants by merely 
altering the degree of rent subsidy. On the other hand, the 
small proportion of the target group served by public housing 
makes it unsuitable as an instrument for changing levels. of 
income support for the Carget group in general, Similarly, 


public housing can be only moderately effective. in changing 
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the availability of housing in a short run. Planning, 


approval and implementation all create substantial lags in 
the delivery of more housing even within a single authority. 
The need to gain approval of several levels of government 
further adds to the delay. In the longer run, any effects of 


public housing on the stock of rental housing will tend to be 


offset to an increasing degree by the displacement of private 


housing. 


PO, reas iOvlity 


10.1 Level of Government 


Public housing as it has been carried out in Canada has 
been a cooperative partnership of federal, provincial and 
municipal governments. This feature has been both a strength 
and a weakness of this program for meeting provincial housing 
Soalse AN appropriate division of responsibility has, been 
developed under this framework. Municipal governments have 
been responsible for planning and development of “Tndividual 
projects whereas provincial and the federal governments have 
shared in the development of overall policies and in the 
financing of capital costs and operating losses. 

The strength of this approach is that it places respon- 
sibility for planning at the municipal level in keeping with 
the Dennis and Fish (1972) recommendation: 

That housing be planned and developed by the level 

of government which is closest to the people - the 


municipal level - when housing Ts™to De state- 
owned. (p. 386) 
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At the same time, the partnership also relieves much of the 
financial responsibility from the municipal level which 
relies primarily on property taxes for its revenues. 

The present partnership does have the disadvantage that 
it constrains the scope for provincial government initiatives 
to use public housing as general social policy. To the extent 
the province relies on municipal governments for delivery of 
public housing, the program will only be able to reach house- 
holds in major urban centres where establishment of a 
municipal housing authority would be practical. Alternative- 
ly, the provincial government must take the initiative for 
the planning and development aspects (Of spublic whcusing 


itself. 
10.2 Adaptability to Community Needs 


Iie. Canadian  Couneuls on social Development (1977) 


observes: 


phe wise and: fal ot on lic housing eesincindeed, 
one indicator of the shift in Canadian housing 
policy, and has coincided with growing awareness 
of the size of the problem involved and the costs 
of using this approach as its solution. (p. 69) 


Similarly, any review of the literature of DUD Dic housing 
reveals a disaffection with this policy which once played a 
central role in Canadian housing policy. 

The Council itself identifies the main sources of dis- 
Satisfaction with public housing: 

Public housing for families has become socially 

unacceptable in many communities, primarily because 


1t does concentrate many families with problems and 
large numbers of Children into one area. (Deel GO!) 


and 
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Part of the difficulty in’ which’ ‘the public Housing 
program now finds itself is due to the guality of 
life built into the projects and the fact that they 
have failed to accommodate the needs and require- 
ments of their residents. (p. 160) 


These problems caused Dennis and Fish (1972) to recommend 


that: 


Public housing. program“in tits “present form (the 
construction of new, highly-subsidized units to be 
owned by the public and occupied only by the poor) 
be abandoned. Some of the reasons for doing so are 
contained in one review of program performance: 
poor. jbhocations »found afore residentiadghousing; 
pnobibems| ofucdesigqgmecausedeaby scost scart timg or 
attempts to build outstanding housing for the poor; 
high density, high cost housing dictated by cost 
concerns; insensitive management that treats public 
housing tenants as welfare clients; the negative 
attitudes of administrators, surrounding neighbour- 
hoods, and the public generally (p. 218). 


The concerns identified by Dennis and Fish may indeed be a 


reflection of how serious the public is about helping people 


with low incomes gain better housing. 
10k sin Basis,fors Political pSupport 


Support for these propositions put forward by Dennis and 
Fish has been derived from many surveys which have dealt 
with, in one way or another, attitudes toward public housing. 
Nevertheless the Canadian Council on Social Development 
og) no Ces: 

Few surveys or studies of public housing projects 

are replicated and their existence often seems to 

be fortuitous. Nor are different studies strictly 

comparable. (p. 78) 

It would be beyond the scope of the present study to review 


the methods and results of the surveys made except to make 
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the observation that comparison with similar surveys for 
market rental housing would supply a good benchmark. To what 
extent.does,the typical» tenantineany shotising, una 6 tfind it 
Satisfactory? Without any basis for comparison, it is very 
difficult to interpret the findings of these Surveys. 

It should also be noted that the apparent disaffection 
for the guality of public housing has not been accepted 
universally and without question. Cn denne worthy i@h9:3:0s) 


observed: 


There appears to be general acCCEeptancetofr tohe 
Hellyer Task Force's contention that public housing 
projects were "ghettos of the poor; people who 
lived in them were stigmatized in the eyes of the 
rest of the community; social and recreational 
facilities were inadequate or non-existent; privacy 
was lacking and vandalism present". 

How representative these conclusions were in 
1969, Or are now in 1980) 4s newiear.... There Sy 
however, evidence that bad siting and inadequate 
Management are two frequent shortcomings - neither 
of which is inherent in the concept of public 
housing. (pp. 29-30) 


Other groups are not only less willing to condemn but 
actually praise public housing. An Interdepartmental Study 
Team in British Columbia (1975) stated that the public 


housing program has been successful in delivering adequate 


Shelter: 


Overall public housing subsidies provide accept- 
able, decent and Sanitary housing in the province. 
(British Columbia, 1975, Deezoo) 


Similarly, the Association of Muniicipaditves yof& wWritario 


observes: 


That the public housing stock constitutes a valu- 
able resource and has provided generally good 
guality and affordable housing for client-groups 
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whose needs could not be met in the private market. 
prvos, Dp. 39 


11.0 Conclusions: Public Housing 


There is little question that public housing has come 
into disfavour as a preferred approach to housing policy. 
Part of the reason for this undoubtedly arises from the 
Criticisms outlined in the preceding section. In: addition, 
questions of expense were likely to be important. As already 
noted, the scale of public housing permits it to serve only a 
small proportion of the target group. Public housing also 
has different implications for government finances than other 
rorms Of housing supports “Racheunit of new pup lie housing 
requires governments or their agencies to raise the capital 
cost of this housing. While the implied government subsidy 
on a year to year basis may be the same as in other programs, 
aemajior part of the funding needs of public housing are 
concentrated at the outset. This interpretation gains some 
Support in that the deemphasis on public housing by the 
federal government coincided with the development of programs 
which involved federal subsidies on a year by year basis 
for housing projects undertaken by other levels of government 


and the private sector. 


12.0 Introduction: Non-Profit Housing 


We will now turn to assess non-profit housing, the 
alternative which the federal government emphasized as a 
replacement for public housing. Non-profit housing refers to 
projects undertaken by private non-profit organizations or by 


cooperatives. Non-profit housing is considered as a form of 
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market replacing policy for a number of reasons, though it 
could also be treated as a form of supply ® policy: The 
emergence of programs directed toward cooperatives coincided 
with the apparent dissatisfaction with public housing asa 
social program. Cooperative projects were typically designed 
to overcome the major criticism of public housing, namely, 
that it tended to remove recipient households from the rest 
of society. Co-ops permit a cross-section of households by 
income and other attributes within the same project, 
Non-profit housing and cooperatives can be classed as 
market replacing because, like public housing, the motivation 
for development does not rest with a devel oper'sidesitre for 
Profiles, | Styl lw cooperacuive housing could be classed as a 
market-augmenting supply policy to the extent that its use 
depends on the response of private individuals to government 
Subsidies. Finally, cooperatives and public housing may be 
treated similarly with respect to the assessment criteria for 


the purposes of this study. 


13.0 Objectives of Non-Profit Housing 
The CMHC (1983) study Section 56.1 Non-Profit and Co= 


Operative Housing Program Evaluation (hereafter referred to 


as CMHC Evaluation) states that the programs; 


were designed to achieve three objectives: 
a) to provide modest, affordable housing appro- 
priate to the needs of low- and. moderate 
income families and individuals; 


Db) to produce housing at minimum costs by 
implementing appropriate cost controls; and 
c) to encourage approved lenders to provide 


capital for low and moderate income housing 
needs. (CMHC Evaluation, p. 2) 


The CMHC Evaluation also concludes: 
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There are three additional purposes for the 


programs implied by their design and the way they 
have been used. 


The first is to achieve income integration, or a 
mix of income groups within projects.... 
The second implicit objective is to contribute 
to the stock of rental accommodation.... 


The third implied objective is to contribute to 

the development of a housing delivery capability in 

che ‘thirds sector. )(CMHC™EVal tation, =p. 15) 

The implicit introduction of the “income integration" purpose 
PRCrORUGESN a COnELIc Hewith fthe lobyect ive “of “providing 
affordable housing appropriate to the needs of low and 
moderate income housing. To the extent that higher income 
groups occupy housing in non-profit and co-op programs and 
receive a subsidy, a smaller proportion of the benefits 
remain with the target groups. 

This characterization of the trade-off implied by the 
integration objective has been directly challenged by the Co- 
operative Housing Foundation of Canada (CHFC) which suggests: 

Theafpfal Vacychotids that) all housing that sis not 

developed for profit is social housing and that 

since the purpose of social housing is "To assist 

Canadians whose income is insufficient to gain 

access to adequate housing", this is the purpose of 

non-profit and co-operative housing". (CHFC, 1985, 

pada) 5S) 

This position leads the Foundation to argue that co-operative 
programs should not be judged solely with respect to i}stheir 
success in ensuring a mix of income to avoid concentrations 
of lLowlincome howsehol dsiiori ft) /ehel abi Pitty .to- target the 
benefits to those who are the most in need. The Foundation 
protests 

These non-RGI subsidies are supply subsidies 

intended to deal with rental housing market reali- 


ties...{and are] of the same nature and kind as 
direct subsidies paid out by CMHC to private entre- 
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preneurs under programs such as the Assisted Rental 
Program (ARP) or the Canada Rental Supply Plan 
(CRSP) and indirect assistance given through the 
ENCOMmes Tax, AGti a. (GCHEGC.s Pras a 


Notwithstanding the views of the Foundation, the 
position .taken, dn Jthis Pstudywiss that athescosen programs 
should be judged by the same criteria as other housing 
programs. The question of the distribution of benefits from 
housing programs among income groups remains a question of 
Vital .concern: to.*polhicy makers. The #cho.ece! -o8 dtangets 
Eem aise t her pine ogo. awe An awareness of the 
distributional effects of co-op housing becomes especially 
vital at present given the commitment to cooperative housing 


in the recent accord in Ontario between the Liberals and the 


New Democrats. 


14.0 The History and Development of Non-Profit Housing 


The advance of non-profit housing may be viewed as part 
of the reaction against public housing which occurred in the 
late 1960's and early 1970's. The Low Income Housing Task 


Force (Dennis and Fish, 1972) recommended that 


CMHC should: 


1) Make 100 percent loans to cooperative and other 
non-profit institutions and groups; 

2) Provide seed money for organization and develop- 
ment; 

3) Provide technical expertise direct ky? rmhnnaugh 
the establishment of independent advisory 
bodies, and by funding groups to directly supply 
the necessary expertise. 

4) Adopt internal procedures which make it far more 
accessible and receptive to these groups. 1 a 
must cultivate them in the same way .as 
producers. 

>). Tf thepeshe ite ri nal d-owance PEOposad Hs gnoet 
adopted, make subsidies available for non- 
governmental non-profit housing and require a 
broad income mix. (pp. 27-28) 
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In addition, the move toward "third sector" housing 


programs reflected a desire by the federal government to 


achieve massive reductions in government expenditures. CMHC 


Beports “that: 


One aspect of the strategy was to replace the 

capital intensive, subsidy intensive" public 
housing with the non-profit and co-operative 
housing programs. 

The» fiscale situation: of the Governments rand 
resulting cuts in spending influenced the design of 
the séeviones 6.5 l°programs? ingtworwayes Minsen on 
order to reduce cash requirements, provisions were 
made to use private sector capital. funding for 
loans.... Second, the section 56.1 programs were 
designed to provide a cap on federal subsidies.... 
The section 56. 1 programs offered a fixed amount 
of assistance for the duration of the loan, based 
on the difference between the market interest rate 
ie pa subsidized sinter est tracer ote7s pert cenc: 
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The Dennis and Fish recommendations were subsequently 
reflected in a changed direction in Canadian housing policy. 
The Canadian Council on Social Development (1977) describes 


this changed direction: 


The encouragement of housing developments by non- 
profit companies and co-operative socletvesa ropten 
dubbed the "third" or "community" housing sector, 
was a major thrust of the 1973 amendments to the 
National Housing Act. (p- ~I1l7) 


The changes in the National Housing Act which led to 
this emphasis were the introduction of section 15.1 (Non- 


profit) and section 34.18 (Co-op) programs. These programs: 


Were designed to provide 100 per cent loans to non- 
profit charitable organizations, provinelat sy Of 
municipally owned non-profit and co-operative 
corporations whose intentions were to provide and 
operate modest housing for low and moderate income 
householders unable to locate or afford such 
housing on the open market. The loan interest 
rates were subsidized to 8 percent, and a 10 
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percent capi tal. .contr bibl on. (was iio auGed. 
(Canada, 1985, AppendixXs2 4p» 7)) 


In addition, the following priorities were established: 
i) families of low and moderate income ii) senior Ci tz ens, 
and iii) special needs such as handicapped. The program was 
further modified in 1978 so as to reduce the current costs to 


the sqovernment, 4b eswiteondng @t Oe. Subci diva Operating 


expenses: 


Section 56.1 Non-Profit and Co-operative Housing 
Programs provide a subsidy to private non-profit 
and co-operative housing associations and provin- 
cial and municipal non-profit housing agencies.... 
The assistance is equal to the difference between 
mortgage amortization cost at market interest rates 
and at. 2. Pers.cent,. and sto efi wot tnsedinbo ened mec 
total project cost, including amortizations-and 
Operating cost, down to the lower end of market 
rents.» The balance is: used, to assist low-income 
tenants residing in the project. (Canada, 1985, 
Appendix 25" px 5) 


14.1 The Extent of Non-Profit Housing 


Some indication of the dimension of the eh nge ein 
emphasis in housing policy can be gained from quantitative 
indicatons.. = By. thesend of 1984, some 178,000 units have been 
Supplied through the non-profit and cooperative program 
combined to the total of 200,000 under public housing itself. 


In 1984, as Canada (1985) reports, 


22,500 new units were committed as follows: 


Public Non-Profit D4 1350 
Private Non-Profit a, 002 
Co-op Sai 
Public Housing Ve yezal 2 
Rent Supplement be lege ih 
Rural and Native A41855% ( Dewdia) 
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15.0 Assessment of Non-Profit Housing Programs 


Non-profit housing programs can be viewed as a continua- 
tion of public housing programs with a change in the mode of 
delivery. Both operate ostensibly beyond the market in that 
the profit motives of developers and landlords are not the 
initiating force. In addition, in each program, the benefit 
to recipients takes the form of an in-kind transfer of 
housing. The provision of housing services is inseparable 
from the benefits of the program. Thus - *asades iron ene 
delivery mechanism and the decision process, non-profit 
programs are sufficiently similar to public housing that a 
complete review with respect to the criteria used in this 
study seems unnecessary. Instead, the assessment of non- 
profit housing will stress differences in the performance 
between non-profit housing and public housing programs. 

The grouping together of a number of types of programs 
into the general category of non-profit housing serves to 
mask differences in emphasis and purpose. Cooperative 
housing can be considered to be the best approximation in the 
"third sector" to the predecessor public housing programs. 
On the other hand, some of the other alements Of the non- 
procit® programs ~appear “to refiect an expresstron of the 
objectives of programs to include the supply of housing to 
individuals such as the handicapped or the elderly which have 
special needs which are difficult to meet through the private 


market. 


so7 


16.0 Who Has the Equity? 


The cooperative program under section 56.1 differs from 
the other programs in one important respect. bn Fro thar 
Section 56.1 programs, rents are adjusted over time to 
reflect the changes in market rents which result from infla- 
tion. In effect, the equity in the program remains with the 
non-profit organization which sponsors the progect: The 
higher rents can be used by the sponsor to subsidize 
additional housing units. Inycontrast; Sin @akcoopera tite 
program, the equity remains with the occupier of the housing 
unit. Although the individual is unable to realize the value 
of this: equity by selling. the unit», the <ndivdduad benefits 
to the extent that market rents on other properties increase. 
Membership in a cooperative, like homeownership, insulates a 
household from rent increases. In this respect cooperative 
housing programs can be considered to be treated more like 
subsidy programs for owned housing than like other forms of 


rental. housing. 
16.1 Who Gains the Benefits? 


The CMHC Evaluation presents estimates of differential 
benefits by income group from the section 56.1 pLrograns shox. 
1980 which have been derived under the same method as used by 
Fallis (1980) for other PLOUL. ANS se do Lhe datawpresent edi tim 
Table 6.8 compares the benefits of section (56 <ly programs: iweeth 
an equal cost program with a neutral impact across income 
groups. These data show that the average differential 
benefits from the Section 56.1 housing program relative to a 


neutral program were largest for the lowest income group (0 - 
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$4,999) and were positive for the next two income groups. 
All higher income groups would have benefitted more from the 
neutral program. Unfortunately the calculations cannot be 
compared directly with the estimates made by Fallis (1980) 
using 1971 data because of the general growth of income, both 
money and real, over the period. 

tape) 658" Showstaetomparuson, ot themdmrterentiatl 
Denmehitscotoresect pont 5ib6wlesp toguanseand-publremnous tng 
adjusted to be comparable with the 1980 data for section 
56.1. Given the margin of error involved in the measurements 
and the adjustment, it appears that the two programs provide 
comparable benefits to recipients according to income. This 
measure corresponds to the vertical equity within the 
program. 

Vertical equity, however, involves a further element of 
thesiparticipation by «incomesgroup-weAgprogrammmay provide 
progressive benefits by income group but fail to contribute 
to vertical equity by being weighted toward participation of 
middle and upper income groups. A very different impression 
of the vertical equity of section 56.1 emerges from the 
distribution of participants by income. Households which 
would have had incomes below $21,000 in 1980 accounted for 95 
percent of the recipients of benefits from public housing, 
whereas households with incomes below $20,000 made up 66 
percent of the participants under section 56.1. 

Finally the scope of the section 56.1 program has been 
yenyl Mimited: ~Ower the years 1973 to 199387 conly 178,900 
units have been supplied under this program. Thus from an 
equity. standpoint, it can be argued that section 56.1 


programs supply quite substantial benefits to participants 
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TABLE 6.8 


Comparison of Differential Benefits of Public Housing and 
Section, 56+) .programs 


——— —_ __- —. _ 


Income 


Average Differential 
Benefits 


Distribution of 


Participants 


(3) 


Market 


Value 


PS 


0 = 4999 

5000 — 9999 
10,000 - 14,999 
Po 2000 -— 1.9),.999 
20,000 - 24,999 


25,000 “and over 


0 - 6999 

LODO; 13099 
14,000 — 20,999 
Co) 0 Oe. S000 


23,000 + 





NOTE: The adjustment to Fal lis (980) multiplied ald figures 
by 3.5, the approximate change in per capita income over the 


_——_— SS 


Section 56.1 


4.0 


Sigh 


Do 


Public Housing 


(adjusted) 
24 
mAs 
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period 1970 to 1980. 


SOURCE: CMHC .(1933, 


Fallis 


Dene A) 


(1980,5D.. 67 )jead usted 
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Consumer 
Surplus 
Measure 


s3il4 
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but do not concentrate these benefits to low income groups 


and affect the affordability of housing for only a minor 


portion of target households. 


17.0 Effectiveness For Cost 


The cost effectiveness of non-profit and cooperative 
housing can be evaluated relative to a number of other 
programs on the basis of comparisons made in the CMHC Evalua- 
tion. The income mixing feature of section 56.1 makes it 
necessary to decide on the basis of the comparison. Should 
the comparison be in terms of whether subsidies should be 
measured per unit supplied under the program or per rent- 
geared-to-income unit supplied to income-tested households? 
The emphasis on affordable housing for present purposes means 
the subsidy to rent-geared-to-income households should be 
most relevant. Of the several comparisons presented in the 
CMHC Evaluation, the most relevant show the subsidy costs for 
a variety of programs under alternative assumptions with 
respect to interest rates. As shown in Table 6.9 the section 
56.1 programs have the lowest subsidies per uni Vstbwucrethe 
highest subsidies per rent-geared-to-income unit under an 18 
Percent interest rate. The margin per unit improves witha 
13 percent interest rate, but the ~ubsidy., torvecen .Tent- 
geared-to-income unit remains higher than other programs with 
the exception of the non-profit compared to rent supplements. 
On the basis of these comparisons, the CMHC Evaluation 


concludes with respect to effectiveness for cost: 


When costs are considered in terms of the number of 
RGI units provided, the Non-Profit and Cooperative 
Housing Programs are the least cost-effective 
alternatives at an interest rate of 18 percent. At 
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TABLE 6.9 


Subsidy Costs for Alternative Social Housing Programs with an 18% Interest Rate 





Section 56.1 N/P 
Section 56.1 Co-op 


Section 15.1/34.18 N/P 
and Co-op with 44(1)(b) 


Section 40 Public Housing 
Section 43 Public Housing 


Section 44(1)(a) Rent 
Supplement 


1. Hypothetical Model of 
2. 18% Interest Rate. 
3. 7.7% Inflation Rates. 
4. 10% Discount Rate. 


With an 13% Interest Rate 


Average 
Present Value No. of RGI 
Total Subsidy Units/Year 
1,436,558 1G hai 
1,436,558 ot 
1,450,774 12 
1,898,847 20 
1,898,847 20 
1,930,263 20 


a 20-Unit Townhouse Project. 


Average 
Present Value No. of RGI 


Present Value Total Subsidy 


Per Unit 


71,820 
71,820 


Lento 
94,942 


94,942 


96,523 


Per RGI Unit 


128,905 
147,875 


120,890 
94,942 


94,942 


S67, 513 


Present Value Total Subsidy 





Total Subsidy Units/Year Per Unit Per RGI Unit 
Section 56.1 N/P 938,222 10. J 46,911 92,893 
Section 56.1 Co-op 938,222 8.9 46,911 105,418 
Section 15.1/34.18 N/P 
and Co-op with 44(1)(b) 
Assistance 944,496 12.0 av, 225 78,708 
Section 40 F/P 
Public Housing 1,449,406 20 72,470 72,470 
Section 43 F/P 
Public Housing 1,449,406 20 72,470 72,470 
Section 44(1)(a) Rent 
Supplement 1,930,263 20 96,513 96,513 


1. Hypothetical Model. 
Zi 18% Interest Rate. 


Se eas Ratevworwinilacwon. 


4. 10% Discount Rate. 





SOURCE: 


CMHC, Evaluation, 


pp. 305-306. 
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a lower interest rate of 13 percent, Cooperative 
Housing remains the least cost-effective but Non- 
Profit Housing becomes more cost-effectice than the 
Rent Supplement Program. (CMHC, 1983, Deo} 


18.0 Security of Tenure 


Section 56,1 “drerers substantially from public housing, 
the program it replaced, with respect to security of tenure. 
As already discussed, public housing serves to protect 
tenants against economic threats to security of tenure but at 
the same time requires the majority of households to leave if 
their income exceeds the specified ceiling for assistance. 
Sections 56.1) programs, “by emphasizing =a mix) ‘of incomes, 
provide greater security of tenure because receipt of a 
higher level of income does not require the household to 


leave the accommodation. 


Po.0) Economic SEfficiency 


Section 56.1 programs, like public housing, have impl1-— 
cations with respect to both efficiency in terms of housing 
use and the impact of the programs on labour mobility. With 
respect to the first, ‘when the needs of households for 
housing change, the programs limit the ability of the house- 
hold to obtain housing more appropriate to their needs. With 
non-profit housing, the problem arises because the household 
may lose the current subsidies supplied by the program by 
moving elsewhere, unless there is an abundance of subsidized 
accommodation. 

The problem is somewhat more eupstanti alert or -co- 
operative housing. The member of a cooperative receives a 


property right in the form of virtually unrestricted tenure 
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in an assigned unit of the cooperative project. The right to 
this tenure approximates that of a homeowner in all but one 
respect. The owner of a house is able to sell his property 
right to a house and use the proceeds to purchase another 
house. Thus the homeowner is able to adjust housing 
requirements to needs. A household in a cooperative has 
property rights only to occupy the unit on terms set for the 
cooperative as a whole. If the household leaves the co- 
Operative, all rights to the benefits are forfeited. Ths 
cost will be particularly severe after a period of inflation 
because all the costs of the cooperative except the operating 
costs would be based on historic costs from the time the 
cooperative was formed. 

Any household considering a change in the guantity or 
quality of their housing must face the prospect of \forfel ting 
the benefits of the "co-operative tumorder sito movecy  Thivs 
Property right feature serves as an obstacle to efficient use 
Sore'Che™ housing stock. in addition, it 2senvecwmacw an 
impediment to labour MODAL ty. Households may refuse up 
Opportunities for superior employment to the extent that such 
employment requires the surrender of housing benefits 


obtained through membership in a housing co-operative. 
20.0 Income Mix 


The section 56.1 programs differ from their predecessors 
to the extent that the goal of "income integration" gained 
Some emphasis. Statistics shown earlier Suggest that section 
96.1 programs provide assistance to a wide spectrum of 
incomes. This evidence, however, does not indicate how well 


incomes are integrated ona project Dy project basis. The 
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CMHC Evaluation provides the data presented in Table 6.10 on 
the proportion of households which are assisted in a sample 
of 178 projects. The two categories, 0 per cent of assisted 
households and 100% of assisted households, together are 


interpreted as indicating absence of income mixing. The CMHC 


Evaluation observed: 


About 29 percent of all projects examined had no 
assisted households while all households were 
ass_sted’ ain paboutayl6i"percent rok athe Pprosects. 
Thus, no income mix was evident in about 45 percent 
of the projects examined. These projects, however, 
accounted for only 23 percent of all -unitseue tue 
projects under SCYULINV,” MNOTCAaL@NG- ttlarmzerd 
income mixing occurs most frequently in small 
mreojeces. 4CMHC,S1 983 ep. 166s anda a) 


The CMHC Evaluation continues: 


The question of whether the degree of income mixing 
achieved in these projects is acceptable is diffi- 
cult’to address since the programs*do not specify 

an acceptable range in the percentage of assisted 

units for which projects should) 'straver \p.1968 ) 
Program manuals suggest that the cooperative groups should 
Strave for 15 percent assisted households. The CMAC 
Evaluation sets an acceptable range from 11 to 50 percent and 
concludes that 35 percent of projects fall within the range. 
Those projects tend to include larger projects and more of 
the family projects than senior citizen projects. 

A final aspect of the income mix of section 56.1 is the 
setting of rents at the lower end of market. This provision 
reflects a concern with attracting households with moderate 
and higher incomes so as to achieve a mixing. If rent levels 


are set too high, projects would find it Attic Lo -aLeract 


higher income households. Too low rents, on the other hand, 
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lead to too much of the project subsidy being directed away 
from the target groups. The CMHC Evaluation concludes: 

An appropriate range for the “lower end" of market 

rent 1s arbitrarily selected as 85 to 95 percent of 

thessaverage market rent. \(p-. 170) 

The CMHC Evaluation compared i) the low end of market 
Eencspony thew sampler of section (56.4. projects withtwarket 
rents for selected cities and ii) the low end of market rents 
Bomiilos] projects: with the 1981 market rents for newly 
constructed buildings. These comparisons for Ontario cities, 
presented in Tables 6.11 and 6.12, do not show any consistent 
pattern. The existing projects have a wide variance but on 
average 87.8 percent of rents fall within the range. On the 
othermhband, the new projects, which average 78.5 percent of 
Market wrents on new structures, stall distanctly Delow the 
acceptable range. Finally, the CMHC Evaluation surveyed 
project managers with respect to their judgement about the 
lower-end of market rents (LEMRsS) in their projects relative 


to market rents. They report that: 


In Ontario, over one-half of the project managers 
indicated that LEMRS were about the same as market 
iat Wether puned Ge Pinas br ACh), 


Dreithe basis “of this. mixed evidence, »the Evaluation 


concludes: 


The initial analysis on the lower end of market 
rent found that only 30 percent of LEMRS were 
within 85-95 percentage points of the average 
market rent. Based on project managers' percep- 
tions, this would increase to 45 percent. The 
objective data indicated that Ten sO. Sues Oe 3.0 
percent of the cases examined, LEMRS were less than 
85 percent of market rent. The implications of 
this finding are that non-income-tested occupants 
are receiving subsidized rents in these projects in 


20% 


ABIL Ee 6.5 4 pl 


Comparison of Lower End of Market Rents to Market Rents 
in Selected Cities, Ontario 


Le es os nape, 





a 








NOw 706 Lower End of Market LEMR as a 3 
Grty Bedrooms Market Rent Rent of Market Rent 
$ g 
Brantford Z 404 205 L370 
3 374 355 LOSS 0 
Hamilton 2 265 io O1.33 
a B30 392 8622 
Oshawa 1 240 307 738.2 
2 304 341] SOU 
S 305 411 14 a2 
Ottawa i) 281 BLS 88.4 
2 32 |: 394 Bless 
3 457 493 Oo 2 ay, 
Thunder Bay 5 91. 380 VEO AMS) 
Toronto 1 283 339 oS ap 
2 e13 403 Ce | 
3 606 479 126.5 
Mississauga ( Zo 343 TES Ss. 
2 344 407 alot 
3 25:7 470 26%0 
Brampton 2 400 354 Toles 30 
3 460 396 LG2 42 
Windsor I D5 2ol 62.3 
2 205 364 56 <6 
3 295 530 5 Srsce/ 
Peterborough 3 264 358 Losi h 


—_—__ CS 








SOURCE: CMHC, Evaluation, De 71. Derived) from *Sectioness. 1 


Occupants and Project Managers Survey and Statistical 
Services Division. 
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TABLE 6.12 


Comparison of Lower end of Market Rents by CMA to Market 
Rents for Newly Completed Structures, 1981 (Commitment Data) 








CMA Row, 3 Bedroom Unit Apartment, 2 Bedroom Unit 
LEMR as LEMR as 
anterior ‘f Wot 

Market Market Market Market 
LEMR Rent Rent LEMR Rent Rent 
$ $ % $ S$ g 

Hamilton 415 455 Oe2 390 550 nas 

London 395 450 87.8 365 395 92.4 

Ottawa 415 600 69.2 363 50 F182 

Toronto 510 650 106) 439 550 79.8 

SOURCE: CMHC, Evaluation, p. 172. Derived from CMHC Section 


56.1 Administrative Data and CMHC Appraisal Staff. 


oy ope) 


order to achieve the desired income mix. It should 

be noted that this finding is not Supported by the 

perceptions of project managers, only 17 percent of 

whom felt that LEMRs were much lower than market 
rentsaqio eel s7i>) 

The comparisons have a number of shortcomings. The CMHC 
Evaluation notes that the treatment of utility expenses may 
not have been uniform in the comparisons. Equally disturbing 
is the inability to compare comparable qua lityiuriris.. (Are 
moderate and upper income groups in section 56.1 paying low- 
end of market rents for average, below average or above 
average accommodation? Without this information, the degree 


of subsidy to moderate and upper income groups in section 


56.1 projects is difficult to determine. 


21.0 Conclusion: Non-Profit Housing 


In summary, non-profit programs appear to have been 
initiated as a reaction to criticisms of pubic Housing to 
the effect that low income tenants were effectively segre- 
gated from the rest of society with resulting attendant ill 
etrects, Without question, non-profit and cooperative 
housing have achieved a greater mix of incomes than possible 
With pubi le whous ings but only at some cost with respect to 
other goals. Projects under these programs generally subsi- 
dize all tenants to some degree in order to achieve rents at 
the lower end of the market. Such subsidies divert resources 
away which could have been used to the benefit of target 
Groups for vedistribueion. In most other dimensions, non- 
profit housing shares the virtues and limitations ‘of public 
housing. Its effects on the adequacy of housing cannot be 


determined without measurement of the possible displacement 
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effect; it cannot counteract gouging; and it can lead to 


inefficient use of housing and other resources. However, non- 
profit housing has served as an important mechanism by which 
households and individuals with special needs, such as the 


handicapped and elderly, can meet their housing requirements. 


Sites! 


Notes to Chapter 6 


(1) 


(2) 


eB) 


(4) 


(5) 


U7) 


Note that the increase in Supply of rentals must be com- 
pletely unexpected to give this result. If; the: public 
housing were anticipated, private suppliers would reduce 
the quantity of private rentals on the market. As 
discussed in the text, this displacement effect would be 
most likely in a growing market where BUDd ao Doms 
would discourage. the projects planned by private 
Suppliers. 


Once again, the reader is reminded of the evidence 
presented in Appendix 1 to Chapter 7 which Suggests that 
rental housing can be expected to be price responsive. 


Consumer surplus measures the valuation that the 
Lecipilents Vathach tosh ee addi tan housing. 
Conceptually it represents the maximum amount that they 
would pay for the housing if they thad) the choice, 


It should be noted that the nature of the good provided 
DY (DUDI Acs Sup pitems may not correspond to the good 
SUppusied spub bicalely sa Dhue jeden many instances, this 
Criticism does not apply. 


LMsadadiveion toscthece CEMUlCiems, It 1s not clear pHee 
MacMillan and Nickel consider any administrative costs 
from operating the programs. 


However, the estimates are based on average market rents 
which may overstate the rents on units of comparable 
quality to public housing. 


In public housing with 100 percent rent-geared-to-income 
units, tenants are reguired to move out onecentt heiir 
incomes reach a certain level. There is a provision for 
up to 10 per cent of these tenants to S t ay7,5 sene awhiienh 
case they are expected to pay up to a low end of market 
rent. 
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CHAPTER 7: A COMPARISON OF THE ALTERNATIVES 


by Kelly Busche and John Chant 


mee Antroduction 


Up to this point of the study, specific housing policies 
have been examined one at a time in isolation from each 
other. The choice of evidence has, in large measure, been 
governed by expediency. In some cases, actual programs have 
supplied the relevant evidence, though different programs may 
be used for different dimensions. In other cases the evi- 
dence has been derived from experiments. A major difficulty 
arises from ehas approach; the evidence has not been deve- 
loped from programs of comparable size. Unfortunately, the 
scope of experience with housing programs has not produced 
the types of evidence needed to produce appropriate compari- 
sons among programs. Stisl teh eMiact remains: thal policy 
makers must decide among programs of comparable expense. 

The present chapter supplies an alternative approach to 
the comparison of alternative housing programs. Policies of 
comparable size are simulated in order to determine their 
effects. The simulations are made in each case using the 
most likely estimates of the market factors wha chatwisl déaeters 
mine the effects of the policy. In addition, a variety of 
estimates of crucial values are used in order to demonstrate 
thebtdiegree to which vthe cresultis: are dependent on the 
assumptions that have been made. 

Some caution must be added with respect to the final 
product which is produced from these simulations. It is not 
offered as a definitive description of what may happen if any 


policy is introduced. Rather, we provide it for the purpose 


373 


of adding to, supplementing and reinforcing the analysis of 


the preceding chapters. 
2.0 The Method 


In this chapter, the different alternatives are examined 
onan "equivalent" basis. That is, we estimate the effects 
of the different policies on the assumption that the same 
conditions exist in the market for each policy;*andUthat reach 
policy has the same amount of financial commitment from the 
government. AS= tn J thes, case: of the tfainst chapters 'oreitive 
Study, we focus on the three basic guestions: what are the 
effects on income distribution? what are the effects on rent 
levels? what do these effects imply about the supply and 
consumption of rental housing in the market? By examining 
these issues across "equivalent base" policies, the resulting 
comparisons allows policy makers to make judgements with the 
knowledge of which programs provide the "biggest bang per 
buck". for a givens objective. holt. wid lebemceenrenar different 
policies will be differentially effective for different 
objectives: some will re latiivel ye nore errectivedmat 
distributing income to the target households while others 
will be relatively better at intr éasdngetthe quanti tyias 
housing services consumed by these households. Which trade- 
offs between objectives are acceptable and which are not are 
questions to be settled by the policy makers and politicians 


Daye No ty s. 
2.1 Definition of Equivalent Base 


The policies considered in this study differ initone 


important dimension for the purposes of this head-to-head 
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comparison. The demand augmenting and supply augmenting 


policies to be examined all provide assistance in the form of 
annual flows. Public® housing}! tiie eontrastey mrequiresr a 
capital expenditure which would not be required by the other 
programs. To make it possible to consider these programs 
under the assumption that expenditure is the same for all, 
the capital cost plus annual operating expenses associated 
with the public housing option has to be made equivalent to 
the»annual cost of the other programs. To make the two 
expenditures the same, it was assumed that the government 
would build housing and, from the market rent, would subtract 
a subsidy equal to the cost of the other programs. The 
capital cost is just the discounted value of the income flow 
so thevamount) ofiannual“subs:idyvis *thetcost.© Inmithis way; 
the capital cost becomes irrelevant for comparison purposes 
and the relevant figure is the annual subsidy. This method 
makes irrelevant who builds or owns the actual housing. 

The second part of the definition of “equivalent base" 
redates" to the fact that different programs “are dikely to 
take different amounts of time before they are finally 
implemented. For example, some programs may be simple enough 
that little "learning period" is required before all eligible 
households who want to participate are actualay "in. whe 
program. For other programs, however, the participation rate 
is expected to rise over the start-up period so that the 
peboramemight not bextully implemented for many months or 
even several years. To ensure that we examine the alterna- 
tives on the basis of equivalent funding expected for the 
fully implemented program, all calculations of costs and 


levels of assistance are done for the fully implemented 
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program. This, of course, means that some programs will be 
somewhat less expensive for the start-up period, even though 
they will be equally costly when operating fully. 

For,.the purposes .of .caliculat ions, in«thitsigstudy ,s the 
equivalent base of expenditure is set at two hundred million 
1983 Go Liars.) The S200 Mildion figure, is arbitrary, abitesthe 
analy SUS; suse Carried sout ine siGh saawavyin thats ote ea larger 
Program were preferred, then most of the impacts can be 
scaled »=>.a,.three, hundred mil lions, doldare program wwillpleshanie 
one and a half times the impact, etc. Where specific. impacts 


Cannot, besscaled sing this manner. the apPLODRLates. caveats 


added. 
2.2 The Programs to be Examined 


a) Unconstrained demand assistance 

All households with incomes below some set level, either 
the Statistics Canada Revised Low Income Cut-Off (RLIC) or 
One pandy ay hal festimeswthat, | levedy4 wi leieebe edskou bite -for 
assistance. Assistance will be given as a Propertionvob.the 
difference between 25% of income and an average rent level 
for household size and rent level of that household's 
location.(1) the program is unconstrained in the sense that 
only average rents for household size and location are 
relevant for determining assistance; whether a household 
chooses to consume more or less than 25 (or, 30) per scent. oat 
income on rent is irrelevant. Households neither receive 
less if they choose accommodation which is relatively 
inexpensive (relative to Similar accommodation) nor will they 


receive more by choosing relatively more expensive 


accommodation. 
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b) Constrained demand assistance 


This program is similar to the unconstrained version 
except that assistance will be a function of actual rent paid 


rather than some average level. Households of similar size, 


income and location will receive more assistance if they 
spendidarger) proportion sof income ion nent. 9iOn “the vother 
hand, households which spend less than 25% on rent will be 
ineligible for assistance whatever their income. This will, 
eheacourse’,! make htiprofitabile! for cthemstomincrease (their 
expenditure on rent. Because of these features, the 
assistance available must be additionally constrained not to 
exceed some Herm ute level. 

c) Supply side assistance 

Supply subsidies are attached to specific rental units 
and a government agency would assign low income households to 
these units. 

d) Public housing 

In this program, publicly owned rental units would be 
assigned to low income households. The amount of the subsidy 
is the difference between market rents and those charged by 


the public housing authority. 
2.3 Target Households 


As a first approximation, we assume that rental families 
with incomes at or below one and a half times the Statistics 
Canada Revised Low Income Cut-Off (RLIC, see Table 7.1) ware! 
be eligible for assistance. Households with incomes below 
1.5oRLIC number ‘about 157 thousand of thed 1] {100i rehousand 


rental households in Ontario. More restrictive eligibility 
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TABLE 7.1 


Revised Low Income Cut-Off Levels (1983) 





Urban Centres Urban Centres 
Household Population Population Rural 
Size 7 e007 K000 30-500,000 Centres 
Se ral Ba nna nt ene es ee eT. eat ED A ls 
1 person $9,429 $7,766 $6,973 
2 persons $12,440 S1lQ0pe21 $9,113 
3 persons $16,641 yal es ee ak) S12),203 


rent —_————. 


SOURCE: Statistics Canada, "Income Distribution by Size in 
Canada". 1984. 
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eee ods Pe used’ tor example, 145 thousand households 


have incomes below RLIC and of these, only 125 thousand 
typically spend more than 25% of income on rent.(2) It will 
turn out that even using the most broad category, all 
households with less than 1.5 RLIC, assistance levels would 
be’ quite large, up to about $1,600 per year per household. 
In view of this, the largest figure is the one generally 
used. Another reason for using the larger figure relates to 
the incentive effects some assistance programs are expected 
to have. For some, possibly a small number of households, 
the assistance program will result in increases of rent 
expenditure (it the tassistancte “is tconstrainedar, “andor 
reductions in reported or actual income, for the purpose of 
Gau mini “6 Vigi'badrt y. Using Nimber siwhichVare better 
considered "upper bounds" will make the estimates of impacts 
biased Somewhat in the direction of more assistance per 
dollar of governmental expenditure. For example, using a 
"too large" number of eligible households will imply that the 
above noted $1,600 per year per household could be achieved 


at a cost somewhat less than $200 million per year. 
2.4 Participation Rates of Eligible Households 


An “important ‘part’ vot estimating the effects of any 
assistance program is, of course, knowing how many households 
will participate. While we have used the figure 157,000 as 
the number of households eligible, experience in assistance 
programs in British Columbia, Manitoba, and the United States 
suggests that only a portion of eligibles will participate. 
Steele (1984, 1985a) suggests that about 60% is a reasonable 


participation rate. This number is broadly consistent with 
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evidence from the above noted programs but for reasons we 
discuss below, 4 Significantly higher proportion of 80% is 
used here. 

There are reasons why the observed participation rates 
from B.C. and Manitoba and most U.S. programs are likely to 
be underestimates of the participation rates in a permanent 
assistance program in Ontario. First, many programs from 
which the observations were gathered were temporary programs 
or the information was gathered during the early stages of 
the programs when certain nteeeth tng! (probleme: were 
experienced. Both of these considerations would tend to 
produce underestimates of participation rates relative to 
those which would be expected for permanent programs which 
were in a fully implemented stage. 

The temporary programs can be expected: “to “invoine 
smaller proportions of eligible households because the 
temporary nature reduces the benefits derivable. Since costs 
to ‘eligible households, filling in forms, finding out about 
the programs, showing tax returns, producing receipts for 
Pent paid, Gte,, are moat iy independent of the duration of 
the flow of assistance benéfits#eshorter=ai ved programs are 
Tess profitable and: hence, fewer eligible households can be 
expected to participate. Steele (oe 5aj tor vexamo ver 
estimates that more than 10% of eligible households did not 
participate in the Manitoba Supply Assistance for Elderly 
Renters (SAFER) program either because benefits were too 
small (4.9%) or "it was not meeded™ 15.42).03)) “cinee longer- 
lived programs have higher benefits relative to costs, the 


first group can be expected to shrink and while greater 
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benefits may be "needed" less than smaller benefits, even 


some who said they didn't "need" the smaller levels of 


assistance can be expected to participate when larger 


benefits are available. 

In addition, it takes time for all*eligibility criteria 
and benefit availability to become well-known. For this 
reason, the participation rates of assistance programs can be 
expected to grow over time until they reach some stable 
maximum level. Evidence of this view is available from other 
findings related to the Manitoba SAFER program. More than 
35% of eligible households failed to participate because of 
some misunderstanding relating to the program: 10.3% confused 
the SAFER program with other programs; an additional 10% 
incorrectly thought their incomes too high; 10.7% did not 
apply because of administrative problems such as being sent 
Sues wrongs torms, tor 1:theyiconsi0ebed, the ECENS TACO 
Gomplacated;,,ctc.3, and e4.2% incorrect lyr thought that. tie 
assistance was taxable.(4) Both administrative problems and 
confusion on the part of eligible households can be expected 
to diminish over the period of the program's operation and 
would thus increase the observed participation rates. 

Another consideration which suggests that observed par- 
ticipation rates for temporary programs or newly implemented 
programs will provide underestimates of the participation 
rates which might be expected for a permanent Ontario program 
in full operation is the mobility of eligible households. 
For the period 1978-81, between 10 and 20 per cent of program 
participants of B.C. and Manitoba had moved in the previous 
year.(5) Slightly older data (1974) shows that more than 25% 


of households with incomes below 1.5 RLIC had moved within 
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the previous year.(6) Both those households moving in and 
those moving out are less likely candidates for participation 
since, on the “one hand, it wilt be costly to learn about 
programs in new areas, and on the other, the DPrOSspece or 
moving out of an area reduces the expected pbenefrits of an 
assistance program. 

Finally, some support for using a rate higher than 603% 
(or thereabouts) is found in the experience of the Experimen- 
tal Housing Allowances Program (EHAP) in the United States. 
Even for temporary programs, rates in excess of 80% were 


observed for unconstrained programs.(7) 

3.0 The Effects of Unconstrained Demand Assistance 
ee ee PO Sere Ee enantio Poe 
3.1 The Assistance Formula 


Eligible households are those whose incomes are below 
Is3 > times “RUIC..- ASsistance would bea Proportion "of the 
difference between 25% of income and the “average rent" for a 
household of given size and location. "Average rent" is 
defined’ in “detail” below: 


The assistance formula is therefore: 


AG =. LReY 3a 25 Yilptimes the contgLout ion 
DEODOEL Clon 7. x. 


* 
Aj is the assistance to household i; Rj is the "average rent" 


for household i, given the size of household and Pos shocaiion 
in terms of average rent levels. Households in relatively 
higher rent areas would receive greater amounts of assistance 
than those households in relatively lower rent areas. By 
adjusting for the ave rage” eve? ‘of srent in idvfterent 


locations, the Program would be neutral in terms of its 
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incentives for moving from one rent location to another. If 
no adjustment were made, that is, if R* were the same in high 
and low rent locations, households would find it profitable 
to move to low rent locations since disposable income after 
payment of rent would increase relative to higher rent 
locations. The adjustment for size of household implies 
simply that non-income earning household members such as 
children and the elderly increase the amount of assistance 
for a given household. 

AS an example, a three person household with income of 
S$712;7;000 which resides ‘in| an area. where"average) rent: for 
that household size is® S4e8 00M would receive va fraction of 
tne woap"t off ($1528:00) [5478000 it e2505 b2, 000 08h. Thhmthe 
assistance rate were set at 75%, the household would receive 
$1,350 per year. A single individual with similar income but 
who, because of a smaller household size, faces “average” 
Bentvor only, sayy. $3,600 would receivel W52nr0f vonLly 600 


dollars, or $450 per oiyear. 
3.2 Assistance per Participating Household 


Using the 80% participation rate, and using 157,000 
households as the number of “target" or eligible households 
(those with incomes below one and a half times RLCL): Archere 
wid denbens126,000 “participating housenolds:, On average 
therefore, the $200 million (1983 dollars) per year funding 
will provide $1,587 per household per year. The formula 
provides for larger households receiving more for given 
income and location (rent level), and lower income households 
receiving more for given size and location. While households 


in higher rent areas will receive more assistance, there is 
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no incentive for average households to move to higher rent 
areas since the higher assistance will be equal to the higher 
rent payments. Total after rent income for a participating 
household is, therefore, independent of the average level of 
rent in any location. 

To get an idea of how much individual households would 


receive, consider three households: 


i) single person over 65, $7,885 (1983) income (8) 
ii) two person household, no children, $13,089 income 

iii) two plus person household, both spouses present, 

youngest? child fover *Giyears? Si7+s4/ income, 

The first household (facing anveveragésrenteok $4,068) 
would receive a proportion of the difference or "gap" between 
the average rent and 25% of income (4068. = a (S705 a) es 
$2,097). For the second household, with rent of S'5:,,0)4 Ose Che 
resultant gap is $1,768. For the third household with rent 
OffS5y/52;, thecgap rssSsie4is. 

Assuming that each of these households is approximately 
equalby| represented uin "the population of partic! pating 
households and assuming that these three households 
approximate the distribution, then the average gap is $1,759 
(for 1933 4 Distributing. the S200 million overs 26 70u 
households yields $1,587 per household, or 90% of the gap. 
Using 90% as the assistance rate, the Single person household 
would receive $1,887, the two person, no children household 
217591, eand. the two plus person, both spouses present, 
children over 6 household 52746 | These: calculations are 
done on the basis that rents are equal, ovenral li slocatfons=or 


that there is no adjustment made for differential rents in 
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different locations. These figures are summarized in Table 


re? 


If we assume that the difference between rents in (only) 
two types of rent locations is 25%, then those households in 
higher rent areas would receive higher payments as shown in 
Table: 7 «3 

On an absolute level of assistance basis, Table 7.3 
shows that low income elderly singles in high rent areas 
would receive) relatively large .amounts: ofiassistance 
(approximately $175 per month), while higher income, larger 
households in low rent areas would receive substantially 
less, approximately $100 per month. 

As a final example, we could examine the third family 
with two lower income levels, $10,000 and $13,000, and which 
facoeeaverage.rentis.: With+$)0;000c oftfincome Mabout 78% of 
RLIC’ for 3 person households in centres of population, 30- 
500,000) and $5,752 rent payments, assistance would be 
G25 1752) |£910.2545.10; 000))100. 90 D=nes. 2927 some abour @S24 5etpeE 
month. At a nigher income of $13,000 (approximately equal to 
ROICGLor 3upersonthouseholds tintcentres of popu bation;, 30-¢ 
500,000), assistance would be somewhat less at SD he Drew Ome 
about $190 per month. 

While these assistance payments are fairly substantial, 
the unconstrained nature of the program allows households to 
spend them on goods and services ‘(other than rent) as they 
choose. The extent to which these payments will be spent on 


increased housing services is discussed in the next section. 
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TABLE *7..!2 


Income, Rent and Assistance Levels* 


Household Income Rent Assistance 
Single, over 65 Soo $4,068 $1887 
Two persons, no children 5137089 $5,040 Sigrrs ye Ab 


Two plus persons, 
both spouses present, 
VOuUNndeSt (child o> 46 Sy Sa Sop oe Sl, 274 


* based on $200 million distributed to 126,000 households, 
90% assistance proportion. 


TABLENG 3 


Income, Rent, and Assistance Levels; 
Adjusted for Different Rent Locations 


Assistance 

Household Income Low Rent Area High Rent Area 
Single over 65 S287), S65 Spee) S2y 23 
Two persons, 

no children $137,089 SH ek ye $1,789 

Two plus persons, 

both spouses, 

children; > 6 $11,047 Sly dade 514,433 
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3.3 Increased Housing Expenditure per Participating 
Household 

On average, participating households will receive $1,587 
of additional income. This would be just less than 10% of 
1983 RLIC income for a 3 person household, living in a large 
urban centre. Estimates of the proportion of extra income 
Spent:.on mousing srange fromdaGlowsaote0.06, toa eign of 
0.19(9), that is, an extra thousand dollars of annual income 
will result in between sixty and one hundred and ninety 
dollarseof extrasexpenditure on bolsing. in average; ithe 
Sinstiowit)] thher resubapine Dbetweenmabout zones andi three 
hundred dollars of extra expenditure on housing. However, 
while the average is between one and three, that group of 
households with the lowest income and the largest number of 
members will spend up to nearly $600 per year extra on 
housing. {19) 

The increases of between about one and six hundred 
dollars per year in housing expenditure represent only about 
8% more expenditure for participating households currently 
spending $350 per month. This 8% (average) increase in 
housing expenditure does not necessarily translate into 8% 
more quantity ore .qualitySof) housing *foraparticipating 
households. Some of the 8% may be taken up in the form of 
increases in rent which are occasioned by the increased 
pressure on the rental market generated by the assistance 
program. The extent to which the extra expenditure will 
provide extmal housing; \ecithenein, terms jofviquant bty cor 


quality, is discussed in the next section. 
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3.4 Increased Housing Consumption 


Estimating that participating households will increase 
housing expenditure by between six and nineteen dollars per 
hundred dollars of assistance implies a total increase in 
housing expenditure by recipient households of between 12 and 
38 million dollars per year. To know whether this inerease 
in expenditure will result in higher rent, prices, Stiworwkey 
issues must be examined: first, how the assistance program 
will be financed, and second, how suppliers of rental housing 
will react to any increase in demand for rental housing. 

The means of finance is important to the question of the 


degree to which increased expenditure by recipient households 


will be translated into increased housing consumption rather. 


than increased rent prices. At one extreme, if the program 
is financed by taxing relatively higher income households 
with the same “tastes” for housing, then there wil le be ma 
impact’ on prices since“the extra th2) tole miulivonmaoltar. 
spent by recipient households will just be matched by a 
Similar decrease in housing expenditure by financing 
households. 

Two other possibilities exist. First, we could assume 
that there will be no reduction in the housing consumption of 
financing households in response to the lower income after 
ca Alternatively, ‘we could assume that. financing S16 
accomplished. through some reduction insother programs such 
that after tax income of the community as a whole is not 
affected and housing demand by non-recipients is not changed. 
It is useful to examine the program on this basis since it 


Provides the opposite extreme from the case where housing 
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expenditure is shifted from financing to recipient households 
but not changed in aggregate. Under this assumption, the 
maximum price increase for given supply conditions can be 
calculated. This will put a lower bound on the amount of 
increased housing consumption as opposed to expenditure. 

We,use Eive,estimates.of. suppl welasticity:! zero, 0.3, 
Ua/7 1. 3o, andninfinity. ~Formigero/elasticity, incréases in 
expenditure are observed as increases in price only there is 
no anerease,jn the net stock of nous ing ww tor. sen Ueeand 
1.3, there .is..some increase, jin »prices,,, and. for, unfinite 
elasticity, there LS ¢no -prRcepincreasei-- all of’ the extra 
expenditure is absorbed in additional housing while prices 
remain the same. As will be seen, which assumption is chosen 
is not of great relevance to recipient households since 
increases “in-rental prices wil newer we gseacipithat a 
Significant portion of the assistance is taken up in prices 
rather than increased accommodation. 

To caloulatesthés gneatesit Ponicetampact® possible for 
recipient households, we assume that supply elasticity is 
zero, the maximum 38 million dollars rather than the minimum 
12 million is spent on housing. Under these assumptions, 
expenditures on rental housing at the initial rent levels 
Increase by $38 malitvon ontacbaseof S5.bilbion, or tess than 
one per cent.(1l) The increased demand from recipients 
households puts upward pressure on rents which, given the 
assumed inelastic supply curve, can be alleviated only by 
reduced demand from other tenants. The ultimate effect 
depends on the elasticity of demand. Rents would go up by 
one per cent if the elasticity of demand for rental housing 


were unity and by 1.2 per cent if the elasticity of demand 


389 


were 0.8. In either of these situations, the $38 million of 
extra expenditures translates into about 10 per cent more 
housing for recipient households.(12) On the part of the 
financing households, the one per cent increase in rental 
prices: implies a Loss of income of about) $50 ,milddmonupers year 
above their increased taxes. This $50 million from financing 
households plus about $4 million from recipient households 
will be passed to landlords as higher rent. 

To reiterate, if we make those extreme assumptions which 
produce the highest possible price increases and therefore 
the least possible increase in housing services consumed by 
the target households, the results are: 

- up to a 1.25% increase in rental prices, 


- about a 10% increase in housing consumption by target 
households, 


-ryabout, $54 101 pontom extrairent passedsto Vandlords 
($50,million from financing householdsgand $4 mitdjion 
from recipient households), 


- increased federal and provincial tax revenues because 
of higher taxable income of landlords, 


- financing, households wi llepaydan sextray,s 40 muleliiion 
over and above the $200 million for the program. 
On the other hand, if we assume that supply is elastic 
Or that financing households reduce their expenditure on a 
one to one basis with increases in expenditure by recipient 
households, the results are: 
- no increase in rental prices; 


~ marginally morery than cayh0% lancne as ehiin ehousumeG 
services for target households; 


- no income loss by financing households through higher 
rent: 


either a 10% increase in the stock of housing of the 
target households (supply elasticity of HLiNLey) |» 7or 
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an average reduction in housing expenditure by 
financing households of approximately $60 per year. 


3.5 Summary of Unconstrained Demand Program 


- eligible households: 157,000 renter households with 
incomes below 1.5 RLIC 


- participating households: 126,000 


~ average ‘increase in incomes: $1,587 ‘per“year. This “is 
90% of the average "gap" between 25% of income and 
average rent. 

- average increase in housing expenditure/consumption: 
about 9 to 13% increase in expenditure (trivially less 
for consumption) for recipient households; for fin- 
ancing households, about one per cent less consumption 
at average’'rents of /$500'*per’ month: 

- increase in total rental housing stock: between zero 


and one per cent increase, depending upon assumed 
Supply response. 


4.0 Constrained Demand-Side Assistance 
4.1 The Assistance Formula 


The general formula for assistance for the constrained 
program is the same as for the unconstrained version except 
that instead of the average level of rent being used, actual 
rent payments are used. Again, the difference between 25% of 
income and rental payments makes the "gap", some proportion 
of which will be provided as assistance. 

The’ mosit=importanc=imnplication of ‘this’ program which 
differs from the unconstrained program is an implicit penalty 
for households which prefer to consume less than the average 
quantity “or quality *of® housing: Moreover, those households 
which prefer relatively more or higher quality housing 
receive a subsidy to do so. For example, a household with 


$10,000 income which spends only $2,500 on rent would receive 


a 


no assistance, whereas, using a 75% assistance ~nate, a 
household which spent $3,700 on rent would receive $750 in 
assistance per year. That is, for an extra $250 per year 
expenditure of its own, an eligible household could increase 
its housing consumption by $1,000 or about 40%. 

Another important Amp Lication,.q difternentysgrom the 
unconstrained program, is that the program using actual rent 
payments includes an incentive for households to move to more 
expensive locations when the higher rent expense reflects 
better. Locational attra.butess (saojebepearGitang->4bce er 
accommodations alone). For example, living nearer a subway 
stop in Torentosis _,valuable andagt actwahtrentelypayments 
determine assistance levels, then households could move 
between two equal size and guality accommodations but with 
different stibway access and part Of the difference im rent 
would be paid through the assistance program, according to 
the rate of assistance. No judgement is intended whether 


this *1s good! or vbadh. 
4.2 Assistance per Participating Household 


The static estimates for a constrained allowance program 
will exceed those of an unconstrained program with the same 
level of assistance and the same threshold level of income 
for several reasons. Frrst, the tncreased) level. or 
assistance that is paid to households which make relatively 
large expenditures on housing may not be offset completely by 
the reduced payments to others.(13) Second, the constrained 
allowance reduces the effective price for rental housing and 
creates an incentive for households to increase their 


expenditures and, as a result, their total assistance. Both 
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these elements make the cost of a constrained housing 
allowance higher than an unconstrained allowance of the same 
dimensions. 

The analysis to this point has been conducted under the 
assumption of a $200 million commitment to each program. 
Clearly a constrained allowance with a 90% assistance rate 
and a 25% rent-to-income threshold would cost more than $200 
million. A comparable program designed to limit the cost to 
$200 million would reguire either a lower rate of assistance 
On,.a.higher -cthresholds.for arent-to-income! in jorderuifor 
households to qualify for assistance. 

Any number of assumptions could be made with respect to 
assistance rates and threshold levels to give a constrained 
housing,al.lowance ,.whichecostseS200imilMionse .Theichosce of 
combinations will determine the effects of the program. A 
high threshold which excludes many households permits a 
higher rate of assistance for any given housing gap and will 
create stronger incentives for increased housing expenditure 
than a program with a lower threshold and a lower assistance 
Rat ei. 

The choice between assistance rates and thresholds for 
assistance alters the effects of a housing allowance. Two 
extremes can be identified. The one with least effect uses 
the same (or even higher) threshold but must of necessity 
have .an aSsistancesrate (oy Ze MO &wizoskn 6 eatite GE} ean 
unconstrained allowance. At the other extreme is a program 
with a threshold set at a level which gives a static expense 
equal to zero. The expense of this program arises solely 


from the induced effect on expenditure for rental housing. 
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While this extreme case is unrealistic, it supplies a useful 
benchmark by indicating the maximum effect that a housing 
allowance would have on housing consumption.(14) The results 
from this case must be judged as the extreme effects that a 
housing allowance can have on housing expenditure and the 
consumption of housing. 

4.3 Increased Housing Expenditure per Participating 

Household 

In the unconstrained program, households increased their 
consumption of housing services purely through the increase 
in income occasioned by the assistance (average) of $1,587 
per year. The constrained program gives an added incentive 
since the effective price of housing is reduced to a signifi- 
cant degree by the fact that assistance is based upon actual 
rental payments. On the margin, rent for a low income house- 
hold’ currently “paying! 25¢*or aneome wil ral le py “theV proper — 
tion of the gap which is covered by the assistance program. 
In the example of a $10,000 income “household paying $2,500 
per ‘year’ with assistance “rates oF */7St)" an°extr as si 00 0Mor 
rental payments included an additional cost of only $250 or 
about 254 of market costs. "Livan extra room in -an apartment 
costs: about'Ss90* per month, *then *«the etrrectry ce coc to 
assisted households would be only about $22.50 per month. 

EStimates "olf? the demand -efasti'cucy "(ar aepormureror 
housing trange™around “0.4= to “0.8.7 @Tharrtisc, Baeten per cenc 
reduction in rental costs “istéxpected°te*rest 1 Cerna 4"tos 
per cent increase in the expenditure on housing, income held 
constants PE Wwe ‘assume? thatthe 4 redme-cettee t's) or 


participants in the constrained program are similar to those 
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for the unconstrained program, then the income effect implies 
an increase in housing expenditure of between one and three 
hundred dollars per year. Using an assistance rate of 75%, 
then to the income, effect must, be added.the impact of 
marginal rent costs falling by 75%. For households just on 
the margin, that is, currently paying exactly 25% of income 
on rent, this reduction in effective cost implies a large 
increase in housing expenditure of between 30 and 60 per cent 
using the 0.4 and 0.8 demand elasticity estimates. Point 
elasticities, however, are technically valid only for "small" 
changes so the 30-60% figures may be higher or lower than 
what would be calculated using average elasticities. 

For, households) not. exactly.on the margin, the price 
reduction is somewhat different. For example, if we consider 
a household with income of $10,000 which pays only 20% in 
rent, increased expenditure of $1,000 per year (from 2 to 3 
tnousand) will attract wagoure panCeuo te onl Vaso 75 uO0lu 5.(53 0.0.0 — 
ete Oe Ory0.0 0.)):. This, ‘the “decrease in wprice. 15 ,on iy “about 
87.5%. ..0n the other hand, ifiewe consider a similar imcome 
household currently paying more than 25%, the reduction will 
bes equal to the contribugionprate (75% in these examples) but 
will increase the income effect since current housing 
consumption becomes less expensive. 

To get an idea how important the price subsidy effect 
Wid abe. it (SHOU 1] Ole. Dobe ost hat.) Gl Ors Oo o0,. Of base 
households with incomes below 0.5 RLIC, 98% paid in excess of 
30% of income in rent; and for those with incomes between 0.5 
RUtOLand: 1.0 Rie, 89.6 s. padkde mone. than: 30 9.01.5) 4 ipinise 
implies that the vast majority of participating households 


will observe a rent reduction of the assistance proportion 
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and many will have income effects additional to Che: Agere 
assistance. 

Several problems should be highlighted before proceeding 
with any estimate of the increased housing under this 
program. First, and already noted, the number oft elilgibre 
households which will participate is difficult to determine; 
some may not participate because of the higher costs involved 
with providing documentation of rent payments, others may 
participate by obtaining fraudulent rent receipts, and some 
may not participate because of the requirement that at least 
25% of income must be paid out in rent before any benefits 
can be derived. On the other hand, some households whose 
incomes provided only small benefits under the average rent 
unconstrained program could achieve higher benefits under the 
constrained version. For example, using a 75% assistance 
rate, a family with $16,000 income where avernage rents are 
$4,000 would receive nothing under the unconstrained program. 
Under the constrained, program,. they scouldag i pcred=cueicwr 
housing expenditure by $1,000 per year at a cost of only $250 
(at 75% assistance rate), and hence would be more likely to 
participate. 

For teéeasons Of simplhei ty, and. 1ny Order #LOemaken ce 
comparison among programs somewhat easier, we assume that the 
Net ettece is .zero,, that 15, the. numperyot houce naka s 
encouraged to participate will equal the number who choose 
not to, relative to the unconstrained program. Therefore, we 
assume that 126,000 households participate and receive, on 


average $1,587 per year (1983 dollars). 
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The increased housing expenditure per household is then 
the income effect (an average of one to three hundred dollars 
extra expenditure on housing per year per household), plus 
the prarce crfectssetoreori mata thesprice, etrect “ieing tie 
extreme example discussed earlier, we assume that 126,000 
households participate at all rates of assistance. Estimates 
are made for average rent payments of 300 and 400 dollars per 
month, and for elasticity estimates of -0.4, -0.6, and -0.8. 
To get an idea of the effect on an individual household, we 
frrst “provide” ant exampve- of "aA household with income 1s 
S167000° which’ pays, "prior "to assistance, 252 Of “income as 
rent ($333 per month), and which has a demand elasticity of 
-0.6. The implied increase in the quantity of housing as a 
resuLevror the reduced costrotramnargqiunal uUnats Of housing Is 
Bots MONtinby Pent would trsem-to i458 los X 5353) SO, toca L 
fas lecance= would pews of aeoeexet ze Ooo O,;UOU))e =" ol rod 7. 
While the move, at first glance, from renting accommodation 
Ze-*ssss/month "forraccommoecativon at S483/7month “may *seem 
excessive, note that the out of pocket expense for the house- 
hold is only $449, or $40 per month. 

The design of a constrained housing allowance leaves the 
total assistance paid to households open-ended. Consider the 
extreme example mentioned earlier where the housing allowance 
is designed to finance only increases in housing expenditure. 
With i) an assistance rate of 90%, ii) initial rents of $400 
and iii) a demand elasticity of -0.6, each household would 
increase its expenditure on’ rent by $216 (0.9 x 0.6 x $4,000) 
Or’s 2/592 per’ year. The housing “allowance would be 927333 
per ‘household™or $294" million’ for ali’ 126,000" households per 


year. 
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The simulation of a 90% assistance rate that has just 
been presented serves to illustrate the earlier contention 
that the same dimensions as an unconstrained housing 
allowance have substantially, different, effects when 
incorporated in an unconstrained allowance. Table 7.4 shows 
estimates of the effects of a housing allowance on housing 
expenditures of recipient households under different 
assumptions about the assistance rate and the elasticity of 
demand for rental housing. These results need to be put into 
a perspective. The additional housing expenditure for all 
households ranges from $357 million (elasticity -0.4 and rate 
of assistance 0.5). Similarly, the counterpart expenditure 
on housing allowances ranges from as much as $272 million to 
as little asyS46 million.» Still these results must we placed 
in an appropriate perspective. These estimates of the costs 
of housing allowances are minimal estimates indicating the 
expenditures that are required by the fact that households 
spend more on rent. To this sum must be added the allowances 
which must be paid to reflect the existing rents paid by 


eligible households. 


4.4 Increased Housing Consumption 


The middle estimates of increased dollar expenditure on 
housing calculated in the last section are about $1,500 per 
Recipilent-per year, ~rsabouterour of. ftivestimecalarges Bhan 
the increase in expenditure for the unconstrained program. 
ih; the case of the sunconstrained program, wihescholcenof 
Supply elasticity was largely irrelevant since even the 
smallest estimate produced virtually no (one per cent) price 


change. In this case, the elasticities are more important. 
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TABLE: 7.4 


The Effects on Housing Expenditure and Total Assistance 
Paid Under Different Housing Allowances 


SS eee oe ee Se 


Original Rent 





Edesbhicity -0.4 
$300/month 


$400/month 


Brascbreityna—-0 26 
$300/month 


$400/month 


Elasticity s—-068 
$300/month 


$400/month 


Rent After Allowance 


75% Assistance Rate 


Assistance Paid 





30% increase in expenditure 


to $390/month/household > 
Or $136 million/year 
for all households 


to $520/month/household 
or $181 million/year 
for all households 


S67.50/month (or 
S10 2-mil Pion 

for all house- 
holds per year 


S99 7month™or 
Sis 7 emi Lon 
for all house- 
holds per year 


45% increase in expenditure 


to $435/month/household 
or S2049mnllion/vear 
for all households 


to $580/month/household 
or $272 million/year 
for all households 


SToL?7 month or 
SO SM Teor 
for all house- 
holds per year 


Si35/month. or 
S72 OMe mnt let Onl 

for all house- 
holds per year 


60% increase in expenditure 


to $480/month/household 
OLS 2/2 mide ron/year 
for all households 


to $640/month/household 
er $363, miLlion/year 
for all households 


te se 


So 5/montn, OL 
S135 m1 Jaton 
for all house- 
holds per year 


$180/month or 
S272 mevlion 

for “ali? nouse= 
holds per year 


Table 7. 4Ccone ad) 


If 


Blasticity “0.4 
$300/month 


$400/month 


Ebastervcltys-026 
$300/month 


$400/month 


Elastire1ey 5-076 
$300/month 


$400/month 


NOTE: 


50% Assistance Rate 


20% increase in expenditure 


to $360/month/household 
or $91 million/year 
for all households 


to $480/month/household 
on) S12) sna) bronyyear 
for all households 


$30/month or 
SA6@m7T LIDONVEGE 
all households 
per year 


$40/month or 
$60 million for 
all households 
per year 


30% increase in expend 1 ture 


to $390/month/household 
or $136 million/year 
for all households 


to $520/month/household 
or $181 million/year 
for all households 


S45 /mornten. oc 
S68 omni Lion Veter 
all households 
per year 


$60/month or 
$90: million for 
all households 
per year 


40% increase in expendi cure 


to $420/month/household 
or $181 million/year 
for all households 


to $560/month/household 
or $242 mi Vildon;year 
for all households 


—_~- -—~— — 


S$60/month or 
$90) milion Vior 
all households 
per year 


S80 /month OF 
S121 mid lion 
for all house- 
holds per year 





These estimates measure only the increased assistance 


caused by increased housing expenditures and not any 
assistance required by existing levels of rent. 
Alternatively each household can be assumed to be at 
the threshold at the introduction of the program. 


400 


As well, the assumption regarding financing also becomes more 
important. 

If the program is financed through) Vax es@ of *iG11T= 
recipient renter households, their demand for housing 
expenditure can be expected to fall by between 12 and 38 
Nad LiTomidod-larsy Against this, increased expenditure by 
recipients can be expected to increase by about 200 million 
dollars) The netveincréase tis @ therefore whet weenlaboutwi60 
and d90pmiAi“on ‘dol harsaiGUsing aRsupplyyelastiel ty sorezers 
(no new additions to rental housing due to price increases), 
a net increase in expenditure of $160 to $190 million implies 
a43e5o% (to 4.324 increase nding henitakeprices Wit he dena nd 
elasticity of .one)‘and.a 4.4% to 5.4% increaseswith, demand 
elastier ty vof 40 48. 

If ,as somewhat, momenelas tic ssupps4y cursveiuikss used, 
expected price, increases; diminishaquick yeotwith ba csupp ly 
elasticity of 0.3, the expected price increase falls to 3.5%; 
wrbhiacsupphyrxe hastichtyeoititeyesthe priceiincrease.isVviteiss 
bhanmn2.5 rand wath fam elasticity ofr: OF etheepriceiincrease 
faigses *to,around) 1.2% eathetignereasesiiintthesstocki@r trentad 
housing range from zero (zero supply elasticity) to about 
3.5% with acsupply edasittie ptycot e2c0.eedt should be poan ted 
out that these estimates are biased toward producing small 
guantity changes and large price changes since most estimates 
OfCthe ‘elasticity of supply arefsi0nriicantly, abovexrthose 
used here. (16) 

Asof@umothemcase: (of the hunconstrained programyeiprice 
effects will not only reduce the increase in housing for the 
target group households, but will also have an impact on 


financing households. The maximum impact on financing 
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households in the unconstrained case was about $40 million 
dollars among the 950,000 non-eligible renter households. 
Because of the greater number of dollars channelled into 
housing arising from the constraint that assistance be used 
for housing, the constrained program has a much larger 
potential impact. The maximum calculated price impact (4.5%) 
would :causée (non-reciptent households * toe agitcreaseeirenec 
payments by $1801 million’ per tyvear Sin-excess Of tne1 4 tax 
payments. This amount would be collected by landlords in the 
form of higher rent under the assumption that the elasticity 
of supply was zero... With Wargern relasticit les,erthe Pincreéasce 
in price and therefore aoe to non-recipients falls very 
quickly. (Even cat elasticities of-onbyi277 theveost sbalel’s) 27 om 
S180 million per year, to. aboutea thud .of —tnat. 

In*summary; the’Hhousing consumption ¢nanges for target 
households under the constrained program would be signifi- 
cantly larger than those under the unconstrained program. 
However, the increased expenditure would be more costly to 
non-recipient renters (beneficial to landlords) and tend to 
be more beneficial to those households who have more "taste" 
for housing as opposed to other goods or services. Federal 
and provincial tax revenues would also be affected since the 


increased rental payments to landlords would be taxable 


income. 
4.5 Summary of Constrained Demand Program 


Same number of eligible and participating households (as 
unconstrained program) but of different composition; 
households of low housing consumption and low income 


would not be eligible for the constrained program since 
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the assistance is based upon actual payments rather than 
some average level; those who pay less than 25% of 
income are not eligible, independent of level of income; 

- average increase in housing services to target house- 
holds ,aboute tf yhtyepem cents depending upon price 
impacts. The higher values are more likely, given. the 
small supply responses assumed. Non-recipient house- 
holds may experience as much as a three and a half per 
cent reduction in housing consumption (or alternatively, 
a 4.5% increase in rent). 

= increase in total rental housing stock of between zero 
anda 73: thes 7% walue scalievd.ated on ~bhe assump tlon,,of 
in faniitessiulpp lyr iesas ticity. ~452 pli nicncaschonmthe 


assumption that the elasticity is around 2.0 


5-0 Subsidized Supply Program 


5.1 Rent Supplement Program 


This program is patterned after the Rent Supplement 
Program (1971) used in Ontario.(17) Landlords sign five year 
contracts with the Ontario Housing Corporation (OHC) whereby 
they rent specified units at agreed, below market rents. 
Tenants are chosen by OHC from public housing waiting lists 
and rents are geared-to-income. Rents typically run from 
about.17 to 25 per cent of income although for participants 
who were recipients of general welfare or family benefit 
ascustance,, rent was =set at ithe Vevel jor tne sre lter 
allowance component of the assistance. 

If we assume similar eligibility and participation rates 


for this program as for the demand side programs (157,000 
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households eligible, 80% or 126,000 households participat= 
ing), then average assistance will be the same ($1,587) 
except for increased administrative costs occasioned by this 
program. 

While dollars of assistance may be the same under this 
program as under a housing allowance program their value to 
participating households will be less. The reason is that 
under this) “program, “tenants have Less* choice {ort heac 
accommodation. If a tenant under the demand program wishes 
to move either because of job opportunities or changing 
household composition (fewer children requiring access to 
schools, etc.) then the’ assistance moves with the household. 
In the case of a subsidy program such as the rent supplement 
program, the assistance is’ attached to the unit,” and the 
number of potential units will necessarily be much smaller. 
The fact that there will be fewer eligible units also has 
another dimension in that if the size of household changes 
such that smaller accommodation’ ‘1s one’ Option, the ®supply 
assistance program acts to encourage households to remain in 
larger units rather than move. In the unconstrained demand 
assistance program, there are incentives for households to 
conserve space and quality since the assistance can be used 
on other goods and services. 

Another difference between the demand programs and this 
Supply program relates to the abidity tof (Vand vords of 
Subsidized units to appropriate some of the assistance, even 
if there is no change in the level of nominal rent. [In the 
demand program case, landlords who reduce service or Upkeep 
are subject to the loss of their tenants. Theliconstraincevon 


tenants is that moving is not costless so the loss of service 
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must be greater than the cost of the move, appropriately 
discounted, before a move will be made. In the case of the 
Supply program, where tenants on assistance are known because 
of the units they occupy, landlords can reduce service etc. 
by a greater extent since the costs of moving are higher to 
Supply assisted tenants. They must, first, find an empty 
subsidized unit rather than just an empty unit. The fewer 
units with appropriate size and locational characteristics 
means that such tenants will accept a greater amount of 
reduction of service than will tenants who are assisted by an 
equal amount of money through a demand side program and, 
hence, have lower costs of moving. 

An additional, although perhaps less important implica- 
tion.is that .landlords can sct inasucha way assto increase 
rent levels even where the rent levels are ostensibly market 
level. ..fo ensure that "market" rents are. charged,.suppose 
that landlords are only eligible to be subsidized for given 
units when those units are in the same building as unsubsi- 
dized units and nominal rents are the same. This rule would 
reduce the extent to which landlords could reduce service to 
tenants who have high costs of moving since some (or perhaps 
all) of the reduced service would be experienced by unsubsi- 
dized tenants who would be more likely to move. However, the 
rule also allows the landlord a way in which to charge higher 
rents, f£0r«a!l leunitsedsin «spite rofethe apparzentacheck ior 
"market" level rents. This ability comes from the fact that 
the rent’ charged for any unit affects the vacancy raterinia 
positive way -- higher rents are associated with higher 
vacancy rates. Unless the government is willing to pay a 


subsidy for units which are empty, a non=zero waiting list 
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will ensure that subsidized units are always FUP. Byer 
creasing rent levels for all units, and therefore apparently 
charging “market” rents for the subsidized units, the land- 
lord will create some vacancies in the unsubsidized units. 
If the increase in rent from subsidized units and the 
occupied unsubsidized units is greater than the cost of the 
higher vacancy rate of unsubsidized units, the landlord will 
profit “Erom such -aétiv ity.” For “exanpleP ar ratsing= thes renc 
by 5% increases vacancies by 10%, then the rent increase will 
increase revenue as liong as more than’ about halt (53%) of the 
units are subsidized’ Tfralfiverper cen increase im renes 
causes a twenty per cent increase in vacancies of unsubsi- 
dized units, then such an increase will be profitable for) the 
Gandiord “as Pong’ as “about “763 "et Senne eunits!) arer suber 
dized, (18) 

This, activity’ by Dandlords wil) ‘produce tne appearance 
that subsidized units are being rented for the same rentras 
unsubsidized units. ' However, while this is true for a given 
apartment ’building; "this does mot Finply  thatethe unecsranre 
collecting market rents -- if the building had no subsidized 
units, the vacancy rates consistent with profit maximization 
by the landlord would be such that a lower rent forall units 
would be charged. Effectively, the rule reduces the cost of 
raising rents (increased vacancies) and hence landlords will 
charge ‘higher rents. “The Pl Pusioentthav rents re: Ymarket> 


and the same for subsidized and unsubsidized units is main- 


tained, however. 


406 


5-2 Summary of Impact of Rent Supplement Program 


If costs of administration were near zero, and the 200 
million dollar per year budget is maintained, then this 
Program would assist the same households as the con- 
Strained demand program, and would assist them to the 
Same extent; 

Administration costs wil! likely be higher, however, 
Since the administering agency must be involved in 
contracting with landlords and must also assign tenants 
to subsidized units. 

Tenants will value the assistance less since their 
choice. of location and other characteristics is limited. 
Tenants will also value the assistance less than demand 
assistance because of the reduced mobility provided by a 
scheme which subsidizes rental units rather than house- 
holds. 

Reus fOr CONStanc-quauwmttysunaees Wiel spe Nhigherr-dtie ita 
landlords reducing service for tenants with higher costs 
OL MOVING a ChoOses secu Ss LdtZedsalntes)) and landlords 
accepting higher vacancy rates in unsubsidized units in 


order to charge higher nominal rents to all tenants. 


Public Housing 


6.1 The Program 


For each program discussed so far, annual expenditure 


wase-kept. at 200a0mtLdaien <doltars,. Inbkhencasesd fp, pubic 


housing, initial capital expenditures must be translated to 


annual expenditure through an interest rate. Assuming an 


intecestecratexp£.!10%, kes. bit Lionedolwarsiwopdad transiate 
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into 150 million dollars per year which would allow for 50 
million dollars per year for depreciation and other expenses. 
These numbers would imply that 30,000 units costing $50,000 
in capital expense would have market rents in the neighbour- 
hood. of °6550 sper “month. Assuming *such a@ putiilic @housing 
program were free of administrative costs, the subsidy per 
household for the 30,000 units would then be about $6,600 per 
year. Tf ithe subsidy assistance, were, reducedito the same 
level as the demand programs ($1,587), then a public housing 
program which was not more costly in building or operating 
rental units than private market agents, could produce about 
126,000 units with market rents: of S6,600,andsesudsidies: of 
S2,587 per year per sundit. (102.6, .0:0 0 Mund tsp rarti p47 25 00 7 une 
approximately equals S6abil)ldon gcapits lyon 6 600aemaiinor 
annual plus $200 million for operating and replacement; $600 
million would be the rent coldected, 8200sn1 ltionsvwound be 
the annual subsidy at about $1,587 per household.) 

These numbers are the same as for the demand program 
because we have assumed that public housing would be operated 
in the same way as would private rental units. We have also 
assumed that the administration costs are zero for the public 
agency and building and upkeep costs are identical. 

A major difference between public housing and a housing 
allowance arises from the necessity to finance and construct 
housing in.order to operate fanpublic, housing gonogranm: A 
housing allowance can be injoatemeneeta immediately once the 
decision has been made to spend the annual sum. In contrast, 
a public housing program requires first the expenditure of a 
much larger capital sum on the supply of public housing. 


Though this capital sum would be self-financing except for 
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the annual subsidy, such an expansion of public housing would 
take a long time to implement even under the most favourable 
circumstances. In practice, a greater obstacle results from 


the reluctance of governments to commit the capital required. 


6.2 Differences in Costs 


The evidence over a wide range of publicly and privately 
produced goods and services suggests that public supply is 
more tcostly thant private ssupp.y. Estimates for Canada 
suggest that public housing may be up to 60% more expensive 
than similar private rental housing.(19) 

Evidence from various sources is broadly consistent with 
the contention that income transfer schemes, especially those 
involving in-kind transfers, are more expensive when public 
production is involved. Browning and Johnson (1982) estimate 
that the transfer of marginal dollars may cost more than $10, 
and Sonstelie (1982) estimated that private schools were only 
37% Of 'the-cost of publac schools itortquality "constant seduca= 
GVvons ASL nairiane vopernacions wepavies (l970:) found ‘thet. the 
public airline in Australia was significantly more costly on 
identical routes than the private airlines. 

To estimate the number of units which can be supplied at 
an annual cost of $200 million, we take a range of increased 
costs —) 10%, 635.4)-.2n0 602. che nimberzor sings whi chuwould 
have average market rents of $550 would fall from 126,000 to 


114,500; 93,300) andu/ S450. respectively. 
6.3 Recipient Households 


If households are eligible on the basis of income, only 


TPeCuD Lic production and sope ration inad thes same costs .as 
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private would households under 1.5 RLIC be eligible for 
public housing.- As tne dirrerentiad Li COSts’ Lises, acne 
income cut-ofrt would tall. “Even If public costs were only 
tOS higher, the income ‘cut-orf would fall *to-a lever only 
slightly above RELIG and at 35%, the income cutlorr wound pe 
about 10% below the RLIC level. At60%, reciprents*wouitd 


have ‘to have “income levels Tess than 70% of RLIC. 
6.4 Value to Recipients 


As in the case of the supply program where housing 
agencies place tenants, "the Value Of the public Nausing 
program to tenants is somewhat reduced because of the reduced 
choice “in initial “accommodations (Vocation, Size, ebce,) and 
because of the reduced mobility implied by such programs. 
Unless the government were willing to hold a large number of 
empty rental units in inventory, and this would reduce the 
number of recipients for any given amount of expenditure, 
households would experience increased costs of moving 
relative to a plan which allowed them to choose their 
accommodations from the private market as would be the case 
of a demand program. ff, on the “other hand, and as=seens 
most likely from experience, there is a waiting list to be 
allocated public housing, then households whose needs change 
because Of “children. lGaving, schoo! Meed>s cianglno,. ©lc., 
woulo be less fuikely to move; oiven the extra. costseor 
Finding, “or “walting to Find stiitabDle accommodation. In 
effect, this means that “the stock’of housing, in terms Of 
rental units will be less valuable since at least some of 
these households will be living in accommodations which are 


larger or smaller than they would choose under a less 
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restrictive but equally Post lvesplanas. Another «reason for 
Suggesting that recipients will value public housing at less 
than cost is detailed..by Steele, (1985a) who. notes that 
“ghetto-ization" of low income households reduces the value 


for recipients. of public housing. 
6.5 Increased Numbers of Rental Units 


While the number of public housing units would increase, 
given the above assumptions, by between 78 and 114 thousand 
units, the. net .addition_to the stock,of.rental. units will be 
less than that and could be zero. As new stocks of rental 
housing are opened up, rental prices will fall (or vacancies 
rise in the immediate period) and, hence, private resources 
will be shifted out of the rental market. 

Using estimates of supply response which are on the very 
low end of those available from studies in the U.S. and 
Canada and, hence, estimates which bias the amount of net 
addition to housing stocks upward, the expected net additions 


to housing are as follows: 


i) assuming a gross increase of 114,500 units, and 
demand elasticity of 0.5: 
net increase of 47,250 (supply elasticity: 0.7) 
38,850 (supply elasticity: 1.0) 
30,450 (supply elasticity: 1.3) 
These increases would imply reductions in average 
rent ol eve Ss nOL, Brom eoutisnhbiwcror, the argest 
increase in quantity to 7% for the smallest. 
ii) assuming gross increase of 93,300 units, and demand 


elasticity of 0.5: 
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Lay) 


6. 


net increase of 37,800 (supply elasticity: 0.7) 
31°/500 e¢supply ¢ Fas Gicicy -1 ee, 
25,200 (supply elasticity: bes) 

The rent reduction expected is approximately SG for 

the largest increase: Tn) quantity sand) 68 sfor athe 

smallest. 

assuming a gross increase of 78,750 units, and demand 

SlaStrcrey Of O75: 

nec 1crease ‘Of 327550 (supply elasticity: 0.7) 
27,300" suppl y~claseLcutyr 1. Oi) 
217000 “(supply 6 vasercd ty ea. cy) 

These net increases imply a rent reduction between 5 


and? W775%.. 


Summary of Impacts 


Under the most optimistic assumptions, including small 


differentials in costs between public and private costs of 


supply and administration, and very low estimates of supply 


responsiveness, a public housing program of $200 million per 


year can be expected to: 


increase the net stock of housing by, at most, about 
474 000. inwes 

Only households with incomes marginally above RLIC 
would be recipients of assistance 

while other rents would fall between 7 and 11% and 
would therefore be beneficial to all households with 
Lncomes, above (these ligibila ty. cuiteo ht, (1 tee bso 
implies a capital loss to owners of rental households 
in the neighbourhood of 3 billion dollars (20) ($4.4 


bil Tton at Wt reduc tion in-wsends). The public 
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housing program would, therefore, be highly 
beneficial to higher income renters who did not own 
rental accommodation. This would also have non- 
trivial tax implications since the gain to non-owners 
would be non-taxable while the loss to owners would 
be subject to tax reductions. 

If somewhat less optimistic assumptions are used, then 
the number of units of net new rental accommodation would 
Hal 1 grtos about eo00adgroess{ 787750 i eeimoly ine thateromlsy 
households with incomes around the RLIC level would be 
eligible. Moreover, rent reductions for other tenants (and 
losses to owners of rental units) would be smaller, at about 


57.52% “of trent} of pabout 62. 2 binaiionato 8S3e4 thal bions 


7.0 Summary Comparisons 


In this section, we discuss each policy alternative in 
relation to three basic tissues: first, to’ whichshouseholds ‘is 
the assistance provided? second, how much income, in dollars 
onwbrni’ kind, sisstrans fierredmto! whichivhousehodads? rand sfinally., 
Waite Gis th e. ichange yin thei sitecaiiiotaihouss nigi,2bothethiat 
occupied by the target group of households and others? Table 
7.5, at the end of this chapter, restates the main results. 

Jou). Bligibili ty vofuhousehotds and Distribution :of 

Assistance Among Them 


a) Unconstrained demand program 


About. 126,000) households with incomes DbDelow 1.5: RLIC 
would be assisted according to income, household size, and 
average housing cost in their location. Assistance which 


wWoUld.average» about $1:,584, (1983) per household, is 
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independent of actual rental costs and the program is neutral 
with respect to living in high or low rent areas, that Lary 
there is no incentive for recipients to move to higher or 


lower rent areas. 
b) Constrained demand program 


The number of recipients would be smaller and the size 
of assistance would be somewhat larger in the case of the 
unconstrained program. A small number of households which 
would be eligible under the unconstrained program would not 
be eligible because of the requirement that a minimum 25% of 
income be spent on rent. The distribution of benefits would 
be different because assistance is determined, in part, by 
actual rent payments. Households, therefore, have incentives 
to increase housing expenditure and move to higher rent 
areas. Households which choose more expensive accommodation, 
for given size and income, are more highly assisted than are 
households which choose less expensive accommodation. The 
incentive for increased housing expenditure means that fewer 
households cantbetlass isteds for any sovieral ae tlieve DEor 


assistance. 
CG) Supply program 


Thes-supp ly «preqram wowmhwd supporetsomewhat fewer 
households than a constrained housing allowance. The main 
difference between the two programs: lconsists Of wthe 
limitation of renters' choices to the housing made available 
under the program. This difference, by limiting the range of 
choice for participating families, may cause upward pressure 


On rents of assisted units. To the extent that it occurs, 
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the increased costs of assisting the typical household would 


mean that fewer households can be assisted. 
d) Public housing program 


If the extreme assumption is made that the 
administration and operation of public housing is no more 
expensive than private housing, the recipients of assistance 
under public housing will be the same as those under the 
constrained demand program, given that public placement 
agencies use! incomevand! i anil ys ize actittherycrite rion. 
However, to the extent that public provision implies any 
extra costs, the number of recipients or average level of 
assistance will fall proportionately. Empirical estimates of 
the extra costs involved run to 60%, in which case 60% fewer 
households (or 60% reduced assistance, or a combination) will 


receive assistance. 
7.2 Income Transfers to Low Income and Other Households 


For all policy alternatives, the assumption that annual 
expenditure is constant at $200 million means that there will 
be, at least, a transfer from taxpayers to recipients of some 
poEtLLon Nes pthant de OO) ematgrronirtdcidans? «someremiqhith be 
"'redirected' through price increases or leaked through higher 
Costs ofCadministrattion! or operationrinrthe caseto£t supply 
subsidies or public housing). This section summarizes those 
eetecvustwhichtare lc impitc re iaaerire programs rather than 


designed into them. 
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a) Unconstrained demand program 


If this program is financed by households which have the 
same tastes in housing as recipients, there will be no net 
change in demand for housing and hence no price effects. The 
total transfer in dollar terms’:is, therefore, the 200 million 
dollar cost of the program. At the Other extreme maf tne 
financing households do not reduce their expenditures, there 
will be a net increase of 12 to 38 million dollars of demand 
from recipient households and depending upon the supply 
response, prices would rise from zero to just over one per 
cent. This maximum price change implies a transfer of about 
$54 million from all tenants to landlords. Assuming that the 
average rent for recipient households is 75% of non-recipient 
households, this means that about 6% of the transfer is from 
recipient households. There is a small impact on federal and 
provinctal taxes since: the extra 354 mil ben oo baer. 


taxable income. 
b) Constrained demand program 


The effects of a constrained demand program, like those 
of an unconstrained program, depend on the supply conditions 
in the housing market. A constrained demand program causes a 
larger increase in the demand of housing than does an 
unconstrained program. Under the Peasit "favouran Le 
conditions, the increase in the demand for housing implies 
that rents will increase by as much as 4.53%, depending on the 
responsiveness of the demand for and supply of housing. The 
4.5% increase in rent causes a transfer of $180 million 


annuall from tenants to landlords with a concomitant increase 
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in the tax revenues of the federal and provincial 
governments. Under the most favourable conditions, the whole 


of the transfer remains with the assisted households. 
c) Supply program 


A rent supplement program has essentially the same 
effects on rent levels as a constrained demand program. In 
the least favourable case where the supply of housing is 
inelastic, rents rise by as much as 4.5%. In this case, most 
of the $200 million subsidy will be collected by landlords. 
Nevertheless, recipient households still gain because the 
iwnemease; sin ments sonlya offsets: axadsmalsloinoporition 
(approximately one quarter) of their assistance. Other 
tenants bear much of the costs of higher rents. Governments, 
on the other hand, gain some of the benefits through higher 
tax revenues. Tif tthe «supply of rental thousing: as perfectly 
elastic, the subsidy will be seen entirely as lower rents for 


the assisted households. 
d) Public housing 


Assumingyithat the! publact housing: program i siunot «more 
costly than private operators' production and operation of 
housing, the transfers under this program will be similar to 
those under the constrained demand program. To the extent 
that..public. housing, costs,are higher, benefits are. directed 
away from the target group of households toward suppliers of 
the housing and operating services. 

Because of the estimated reduction in market rents due 
foes program which are itwethems to. tl percent: range, 


there will be a transfer away from landlords towards 
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unsubsidized tenants in the area of 220 to 440 million 
dollars per year. The extra housing services per dollar will 
be untaxed, ‘of course, “but "the? reductron ‘mn*'Vandlords” 
incomes will result in lower taxable income of the 220 to 440 
million dollars per year; with resultant effects on fecera 


and provincial revenues. 
7.3 Increased Housing Consumption 
a) Unconstrained demand program 


Given the small estimated income elasticity of demand 
for housing, the annual expenditure of 200 million dollars 
only represents sfrome12,itoe33) mil tion. dodmamsigotusex ta 
housing for recipient households. With price increase 
estimates at a maximum of one per cent, this implies an 
increase of average housing services to low income households 
Of) WU pmo abo ceatles-t. The increase in price and assumed 
constancy of expenditure by financing households implies that 
their consumption falls) Dy Wp bo one pet scenc. The net 
addition to the stock of housing under this program is about 


One (Dewecentc. 
b) Constrained demand program 


The constrained program reduces the effective cost of 
additional units of housing services to low income households 
bys the’ proportion by «which? tassistanceamakes up the gap 
between 25% of income and housing expenditure up to 908. 
This results in a large substitution into expenditure on 


housing by this group of households, estimated to be in the 


neighbourhood of 30%. The price effect implies that the 30% 
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increase in expenditure results in about a 26% increase in 
the consumption of the quantity, dor 'quatdty)” of Vhousing 
services by assisted households. Financing households, on 
the other hand, reduce their consumption of housing up to 38%. 
The net addition to the stock of housing under this program 
is from zero to seven per cent, depending upon the estimated 


Supply response to the increased expenditure on housing. 
c) Supply program 


As in the other dimensions reviewed up to this point, 
the effects of the supply program ere simi lar to, the 
unconstrained demand program. In the least favourable case, 
the assisted households face rents that are higher by 4.5%. 
Still they experience an increase of about 26% in the 
Quantid tysorm«qua lbhtys ofethenricrousing. Under the most 
favourable conditions, all of the 30% increase in rental 


expenditure is reflected in improved housing. 
d) Public housing 


Of the (maximum) 120,000 rental units which would be 
produced, assuming no differential costs between public and 
private suppliers, only between 20,000 and 45,000 should 
constitute a net addition to the stock of rental housing. 
The subsequent reduction in rent would result in a reduction 


in private supply by between 75,000 to 100,000 units. 
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TABLE? <5 


Summary Comparisons, Impacts Ranked by Program, 
Eligibility of Households and Distribution of Benefits 





me a et 


Program Impacts 

Unconstrained Demand - 126,000 households, income below 1.5 
REEG 

Constrained Demand - somewhat less than 126,000 house- 


holds but the income cut-off would 
be below the 1.5 RLIC 


General Supply - up to 126,000 units, depending on 
the level of administrative costs 
and added pressure on rents 


Public Housing - between 78 and 114,000 households 
with income cut-off levels between 
about 0.9° RLICGC candd just overt Righc 


Income Transfers to Low Income and Other Households 


Unconstrained Demand approximately $1,450 per year 
average assistance, dependent only 


upon income level 


Constrained Demand - average payment as in the 
unconstrained program but will be 
directed to those households which 
choose relatively more expensive 
accommodation 


General Supply - in the directed program, the 
assistance will be less than the 
demand programs because of added 
costs of administration and the 
increased costs of tenants due to 
their restricted mobility 


Public Housing - assumed $1,450 per year average 
assistance but to fewer households 
(see Distribution, above) 


Increased Housing Consumption 


Unconstrained Demand - between 9% and 13% increase in 


housing expenditure per recipient 
household 


Constrained Demand - between 37% and 74% increase in 


housing expenditure per recipient 
household 
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Haole 7.5 Ucont'd) 


General Supply - approximately 35% average increase 
in consumption for recipient 
households 

Public Housing - similar increase to the supply 


program except that fewer households 
will be recipients 
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Notes to Chapter 7 


(1) 


(93) 


(10) 


(les 


Some statistics used to estimate the number of eligible 
households etc. are drawn from samples using a thirty 
per cent of income criterion. 


Steele 1985a. Table Jl. 
Steele, 1985a, Table 13. 
Steele, 1985a, Table 13. 
Steele, 1985a, Table sls. 
Steele, 1985a, Table 14. 
Straszheim, 1981, Table 3. 


These incomes and rent figures are adjusted from Miron 
and Cul lingworth (1983 ),.Tablie.7.9.8 Changecwinep ice. 
and income and income. distribution, rare. those sirom 
"Tneome Distribution )by Size, in, Canadas, occ Bae cic 
Canada SC 13-207, 1984. .The- income levels tor, the tnree 
households are> near RELIC for «single persons ies. 
500,000. population centres, (household wjiasewo. person 
households in centres over 500,000 population (household 
2), and a three person household in centres over 500,000 
population (household 3). 


For incomes around $10,000 per year, this would imply 
income elasticities of .bheavadues ,<00GeG0 O19. sor 
enrolled renters, Mills and Sullivan (1981) estimated 
income elasticities) of, about .0s25.48 Hatlinshek  Quigidey 
(1979) estimated numbers of 0.14 to 0.24 (Steele, 1985a, 
Dim lessee These numbers = 12mply that lower iancome 
households will spend proportionately more on housing 
than relatively higher income households for given 
increases in income. 


That is, with assistance of) $3,024. .(seceuonscuscicn 
following Table 7.3), increased expenditures on housing 
would range from a. low, of S180. to, ashigh) of) 5575. 


With 1,100,000 rental households paying an average of 
$500. per month, the additional 3S emis latoneco ars 
represents 0.7 of one per cent increase in expenditure 
On housing. Since we assume no supply response, this is 
a,-0<8.o0fone perecemt: increase in rental prices.9 «lisa 
lower average rental figure of $400 per month is 
assumed, the increase in price goes up to one per cent. 


The 10% is calculated on the basis that average rent of 
recipient households is about $300 per month. Even at 
am average rent Of 5200, thee «is gsti.Lleom)l yaa 13% 
increase and at S$400,. the increase: would. ftali. to 6.52. 


A technical discussion of this factor can-be found in 
Appendix 2 to this chapter. 
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(14) 


fa5) 


toy) 


oLi/e) 


(18) 


(20) 


This lack of realism can be illustrated by the fact that 
the elimination of the static costs of the program 
requires that the threshold rent be different for each 
household at the present level of its rental 
expenditures. 


Steelle;elS85,eTablessi. 


Steele (1985a) states "The evidence...suggests that the 
response of the price of housing service to housing 
allowance programs is so small as to be undetectable. 
Phisilds struejtdni the Gas %.. mend) !canadiahe sites “of 
housing allowance programs." (p. 136) See also Appendix 
leto ithiss@Ghapter. 


Faldas; 1 980)RUpa 144% 


Assuming an original occupancy of 100%, average rent is 
PR (1 =p) R, 8 or 7 usStCRMwherer Rk isithetrentspaids andep 
is the proportion of units rented on a subsidized basis. 
After an.x per cent rent increase and a y per cent 
occupancy decrease in the unsubsidized units, average 
rent) isipR(1Y+ m/Ni00) 8+ 1 — pir Gl eax 200) Che xyv00). 
The change in average rent is therefore: 
PpR(x/100) - (1-p)R(x/100 - x/100 + xy/10,000). Setting 
X=5 and y=10, average rent will rise if at least 53% of 
units are rented on a subsidized basis. If x=5 and y= 
20; ;athen vat leastI763% oD Pruntts' muse he rernted  on*’a 
subsidized basis. 


MacMillan and Nickel (1974) suggest that a 1.6 million 
dollar expenditure would have cost about $1 million if 
produced by private market agents. 


738,000 rental units at (modest) $500 per month less 7% 
ef rent = $3ubwdbilddionsloess aenl0ee 
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Appendixel sto: Chapters/s iThe shlasticpty oh Supp hy fos 


Rental Housing 


by David Griffiths 
Lao =. fneroduetion 


This section contains a selective review of the litera- 
bure  pertalniag {tomthe, supp isy tres ponisie sof rental 
accommodation with respect to price. The vconclusions ‘to be 
drawn with respect to the effects of housing allowance and 
other housing programs depend basically on the supply 
response to a shift in demand for rental accommodation which 
occurs as a result of the Housing Allowance program. 

In turn, ‘conjectures regarding hee prreetor irene 
elasticity of supply of rental accommodation depends upon 
what is believed regarding the structure of the submarkets of 
the metropolitan area’ housing market. lteis Wesel ite 
classify potential supply response into two conceptual 
extrenes: 

Case I: Elastic response with respect to own price; 
characterized by very few barriers to conversion of housing 
units from one level of service to another; few barriers to 
households moving within an area? cross) lelastici ties: tot 
demand between areas is high. In -suecn circums tances, 
changing demand in any one sector will have negligible impact 
on overall rents. 

Case II: Inelastic response with respect” Cor own *prices 
characterized by highly inflexible market; increasing 
marginal costs; zoning laws and other barriers to preventing 
conversion of housing units from one level of service EC 


another, In such circumstances increased demand for rental 


424 


accommodation results in windfall profits for landlords since 
the price of new and €Xisting..rental: units,is, increased. 
Consequently any benefit to income recipients could be 
ray, dissipated in rental increases. 

Having established the desirability of obtaining an 
estimate of supply response, it is necessary to examine the 
evolution of the literature that has explored this question. 
Tapble lgives*an indication, i coronol og cad) Order, OF 
results derived from available studies on U.S. data for both 
rental and non-rental accommodation. Cursory examination of 
Eies ‘table suggests that there is no widespread agreement 
regarding supply response. TiS. Mave 06. sUhs! resurt sof 
differences in the structure of markets, both spatially and 
in terms of different time periods studiéd, and possibly due 
to differences in methodologies employed in measuring this 
response which reflect the author's purpose. Consequently, 
in Section 2, we shall examine the evidence for and against 
the contention that *the+supp by. ormrental nousingds 1s nvgivy 
Brice elastic... *The evidence wis drawn, Erom three types of 
Studies. i)" long ron supply analysis,’ 11)"*snort run Supp ry 


analysis and iii) simulation studies. 


2.0. Chronology of Literatuge ony Rentalvand General Housing 
Supply Response 


2.1 The long run supply response 


A classic early reference to the question of supply 
response of U.S. general non-farm housing to changes in 
demand can be found in Muth (1960), where evidence is pre- 
sented that suggests there is a high degree of mobility of 


resources into the new home building industry in both the 
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Summary Tables of Housing Market Studies 


Study 


Rosen and 
Smith (1983) 


Rydell (1980)) 


Follain 
(1978) 


Mason (1979) 


Kain and 
Apgar (1976) 


de Leeuw and 
Struvk (C1975) 


Grieson 
C19 73°) 


Grieson 
he eae: 


TABLE 1 


Supply 


"rental price 
changes signifi- 
cantly affected 
by excess supply 
demand" 


“Highly elastic” 


"highly elastic" 


PS UCL tt cant 
positive rela- 
tionship between 
residential 
housing and 

LES ipiImice-. 


full scale 
housing al- 
lowance program 
would cause 
price increases 
of around 10% 


SA 


PAPE so elo Vesa? 


Comments 


LJ oe nel tees 
pooled x-section 
time series. 
Short run supply 


Housing allow- 
ance program 
(HUS)- UseGe, Gata 


long run supply 
OLS “ana T Sie 


Shor ta Gun 
SUDD4ove Lea 
extinction 
technique 


NBER; simula- 
fo UOn Seto re 
Pittsburg & 
Chicago 


Urban Institute 
large scale 
simulation 
model, U.S. 
data 


modified 
version of 
Speci f leacion 
used by de 
Leeuw & Ekanem 
CLS es le) 
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Housing 
Category 


Renter 


Renter 


General 
new 
housing 
UnLes 


General 
new 
housing 
units 


General 
existing 
housing 


elasticity 
of supply 
of exist- 
ing 
general 
housing 
units 


Renter 


General 
new 
housing 
units 





Table 1 (cont'd) 


Study 


de Leeuw 
and Ekanem 
e2971) 


de Leeuw 


(cl 2s/al ) 


Muth (1968) 


Muth =( 1960) 


NOTES: 


(1) For medium and high rental groups, 


SEUGY, 
with 


Supply 


0.1 stoe ora 
(Cajetk 087 


"highly elastic" 


"highly? elastic: 


elasticities of supply of 
respect to rent per unit of service are 0.5 and 0.3 


respectively. 


(2) In the Grieson study, 
Found *to: "be: Wi. sand” Oller, 


Comments 


Ka) Long: srun 
elasticity 

W. risteierental 
pracewforediow 
rental group (1) 


X-Section re- 

view; elasticity 
Welle. Guant Ley 
of rental demand 


long run elast- 
OC bhVy Wa rst. 
quantity of 
rental supply 
and demand 
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Housing 
Category 


Renter 


Renter 


general 
new 
housing 
units 


general 
non-farm 
housing 


as defined in the BLS 
housing 


services 


the supply elasticities in (1) are 
respectively. 


short and long run. For the period 1915-34, Muth presents 
regressions which show no relation exists between the 
quantity of new construction and other variables in the 
supply function. A second regression indicates that much of 
the variation in house price can be explained by other 
variables in the supply function, such as wages, etc., but 
the quantity of mew constructionr contributes™= nothing sto ~the 
explanation. This evidénce suggests that’ ™shift” factors 
which determine the location of the supply function are more 
important detemminants¥of housing price™ than are ~outpucy 
factors, which determine its elasticity. Muth therefore 
concludes that it is reasonable to’ treateenis sectorror tic 
housing market as approximately perfectly elastic in supply 
response. Similar evidence is presented in Muth" (1968). 
Furthermore, Follain (1979) presents more recent evidence 
covering the. period 1947-75 (for the sU.s.)) | whitch wcorro- 
borates the contention that the supply of “new. housangd 
construct ion’ rsifprice? eilactue sinseene flongerun. 

De Leeuw and Ekanem (1971), arguing that Muth's (1968) 
evidence is incomplete because it ignores the cost of 
operating inputs and maintenance of existing capital stock, 
present evidence which suggests that the supply response of 
rental accommodation may not be“as elastic as Wad) been 
thought. They make the distinction between several possible 
Sources Of rising supply price For Housing=services, Usain 
measures of rising price of capital and operating inputs, 
combined with the idea that there may be two kinds of dis- 
economies of scale: those that result from maintaining the 


existing stock of rental accommodations and second, those 
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that result from the production of services from a given 
stock: 

Through a technique which involves an "errors in vari- 
ables" specification, they test for shift versus elasticity 
factors in the determination of rental pricesrvsStated 
briefly, they argue that the null hypothesis of a perfectly 
elastic supply function should be rejected if the coefficient 
of income in a reduced form regression for the price of 
rental housing is greater than zero. Tieyecunavenat «bot 
shift and elasticity factors are significant, although they 
point out that there may be problems with errors of measure- 
ment which may cause systematic downward bias of the rental 
elasticity estimate. They do conclude, however, that housing 
assistance may drive up rents.(1) Grieson (1973) in making a 
minor change to the specification in the same estimating 
equation, demonstrates the sensitivity of their results to a 
priori specification. It is shown that with a minor change, 
the supply elasticity of housing services with respect to 
price is much greater. This is also supported by an earlier 


study in which Grieson (1971) computes supply elasticity of 


2.36 to 5.00 using a different technique. 
2.2. Short Run Studies o8 the Birtects of, Vacancy Rates 


SHioct? mun Cf&iect serartnoupie notcealiGrescarchers might 
gguveci we have ’chosen’ to” group" the body of “research on 
vacanoyrerates Finto*thistcategory. © This’ ise! because” in ‘the 
long run new construction and removals limit the variation in 
vacancy rates. Traditional theory, which asserts that 


changes in rents should vary inversely with vacancy rates 
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within a critical zone of occupancy, has both supporting and 
non-supporting empirical evidence in the literature. 

Recent supporting evidence can be found in Rosen and 
Smith (1983) who suggest that rental price changes are signi- 
ficantly affected by excess supply,o, demandeun pthep ventas 
market. In a study that utilizes. pooled, cross. sectiong— seme 
series data for seventeen U.S. cities, they conclude that a 
close relationship exists between variations in rental prices 
and deviations of actual vacancy rates from normal vacancy 
rates. In contrast, however, Eubank and, Sirmans; (1979) find 
that vacancy rates were less important than changes in 
operating expenses in explaining rental price changes. 
Furthermore, de Leeuw and Ekanem (1971) find that although a 
simple negative correlation exists between rental price and 
vacancy rates, when other cost tactors Of .a Jonge eunanaeinee 
are included in the specification, the rental/vacancy rela- 
tion breaks down. It seemed reasonable as a first approxima- 
tion to suggest that the short run/long run taxonomy we adopt 
reconciles the differences in the research findings of the 
recent literature with respect to- vacancy inates, versus ~eost 


factors in the determination of rental price. 


2.5 Simulation, Models 


Two U.S. simulation models suggest that housing (not 
rental) prices will increase, with, 4.-nousmnon adjlowance 
program. Yet simulation models by their very nature indicate 
only the researcher's, judgement .oc the sizes.0tet Deac bak boas! 
response. These are the Urban Institute [de Leeuw and Struyk 
(1975)], and NBER models [Kain and Apgar (1976)]. However, 


Rydell (1980) compares the Urban Institute simulation with an 
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ex post simulation which takes into account actual supply 
response, finding that repair of substandard housing, supply 
response, and occupancy rate adjustment reduce potential 
price increases by 97%. 

[tf is»usefulpein hight:.of4 these: rathenavaried fempirical 
findings, to examine the differences between expected and 
actual effects of housing allowance programs. Barnett (1979) 
conducts such an exercise. There are four main elements in 
the area of expected effects. 

1) "Analysts usually assumed in predicting price effects 
that. the short run supply of housing washquitesine Lastnex” 
If so, increased spending for housing by allowance recipients 
would be dissipated by rent increases, and landlords would 
Beap windtall.profits.lp.aceue. 

2) If allowances were not earmarked, most of the money 
would be spent on other goods because most poor households 
lived in good quality apartments, but paid a high proportion 
Cf their income in Trent. 

3). Earmarking “May seduce sthes Supp ye elasticity by 
shrinking the supply of housing that allowance recipients 
could occupy (It might also decrease the demand for lowest 
quality dwellings). 

4) Housing markets characterised by high vacancy rates 
would be expected to have a more elastic short run supply 
response. 

However, Barnett suggests there was virtually no effect 
on rental prices. These findings were the result of: 

1) Market conditions seemed to have little input on 


rents. 
2) Cost of upgrading was relatively small. 
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3) Housing expenditures do not increase much with enrol- 
lment. 

4) Demand increases slowly as a result of gradual enrol- 
lment in programs. 


2,00 CONGLUsSI ONS 


A seltseisrevident that therewis [ittie ty the way, oOo. 
convincing evidence from Canadian data on which to form an 
Opinion regarding supply response, because there is virtually 
no published material that explicitly explores this question. 

2. Those studies of the U.S. housing and rental markets 
which examine supply response can be divided into short run 
(vacancy Pate) *studies and “long “runt(cost factor) research. 

3. Ex-post evidence from actual experience seems to 
indicate that expected supply responsiveness had previously 
been underestimated, with consequent over estimates of rental 
price impacts that would result from rental allowance 


programs. 
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Notes to Appendix 1 


(1) 


Despite the fact that their actual elasticity estimates 
are probably biased downward (see also Grieson [1973]), 
they do conduct some interesting correlations based upon 
these numbers. They consider the effect of a demand 
subsidy specifically earmarked for housing versus a 
general income subsidy. Assuming an earmarked subsidy 
raises average income by 10 percent, then if low income 
Families spend’? 25 spercen. sot wn cone ron WOoUuGltIG, 
recipients' housing demand would increase by 40 percent 
(s = 10/25 = 40%) for the earmarked program. The rental 
eVastierty-with/’ respect’ to Apcome DLo0 alAvto ULdegives 
an Increase in’ renrs oo e497 tO elo (Detrecenc tone ene 
earmarked program, 1 to 4 percent for the non earmarked 
program. Again it should be stressed that these figures 
are probably upper limits to actual elasticities. 
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APpendixs25to Chapter 7: Estimates of the Costs of a 


Constrained Housing Allowance: The Effects of Income 
Dispersion 


The estimation of the costs of a constrained housing 
allowance involves two steps: i) the estimation of the costs 
of assistance to households on the basis of their incomes and 
expenditures prior to the housing allowance and ii) the 
additional costs resulting from their changed behaviour in 
response to the housing allowance. This appendix considers 
Cis, first Eactor in some wcdetaiie 

The first element Of the costs offa housing allowance, 
the costs of assistance to households on the basis of their 
incomes and expenditures prior to the allowance, corresponds 
to a static estimate of the cost of the program. A useful 
benchmark in making ag@static sesttimatemis the cost of an 
unconstrained allowance. 

Anvunconstrained al lowanec, att will bejrecaliled, pays 
assistance according to the differenece between some average 
rent level and a specified proportionvorm the income of the 
household. As an example consider Figure 7.1, which shows 
the distribution of rents paid by a group of households under 
two assumptions with respect to the dastribut tontopherents 
paid. In each case, an unconstrained housing allowance pays 
a portion of the sume(@ke- “<25Y) to each of ther households 
where R is the average rent payment. The total payment for n 
households would then be n(R - .25Y). 

The cost of an constrained allowance need not be the 
Same as the cost of an unconstrained allowance. The 
difference depends on the dispersion of rental payments among 


households. To see this effect, consider two households, i 
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FIGURE 7.1 


Rent Payment by Households, Given Income: 
Mean Rent Above Threshold 


a) Narrow dispersion of rents 
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and j, one which spends more than R for rent and the other 
pays less than R for rent. 

The move from an unconstrained allowance to a 
constrained allowance requires the replacement of average 
rent by actual rent paid by each household. Households 
spending more than R gain greater assistance under the 
constrained allowance whereas households spending less than R 
gain less assistance. If these differences in payments 
cancel out, the static estimates for the constrained program 
would be identical to the costs of an unconstrained program. 
On the other hand, if the dispersion of rents is sufficiently 
great, the household spending the least on rent may fall 
below the threshold for assistance. Unless there were a 
maximum to assistance, the reduced payments to the one 
household will not offset the increased payment to the other 
household. Whether the two effects cancel depends on the 
dispersion of the rents paid. 

Figure 7.la shows a narrow dispersion of rents among 
households. Here the allowance paid to individual i will be 
based on (1.25R - .25Y) because i pays 25 per cent more on 
rent than the average household. On the other hand, the 
allowance paid to household j equals (0.75R - .25Y) because j 
pays 25 per cent less rent than the average household. Note 
that the additional payment to i under the constrained plan 
just offsets the reduced payment to j. The total payment to 
i and j together just equals the combined payment under the 
constrained program. 

The effects of dispersion differ as the degree of 
dispersion anereaseen Panel “bywot-frgure’7/P shows a 


circumstance where the dispersion of rents is so great that 
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individual j lies below the threshold rent level, given 
income; “to (Gua ity itor assistance. Household i's rent 
payment is sufficiently above R that it would take negative 
assistance to j in order to offset the greater assistance. to 
1. | However, the assistance. to 3.15, Limited.to zerocommabove. 

A. final case to be, considered’ is presenteds lnafigure 
7.2. Here the average rent paid by households of this income 
group falls short of the threshold proportion for assistance. 
Under an unconstrained housing allowance, households from 
this income group would.not receivesanysassustance .4As roan 
be seen from panel a) of figure 7.2, these - households «asa 
group do not receive any assistance because all have; rent-to- 
income levels below the threshold. Panel b) shows a greater 
dispersion.of rent-to-income*ratros* lor ithis*groupe Asi can 
be seen, this greater dispersion brings some households above 
the threshold for assistance. 

This analysis of the effects-of dispersion of rent-to- 
income levels on eligibility of households for assistance 
under a,.cons trained. housing sad llowances-has (tmp eteeeme 
implications for ca lcudatingtheicosts of Suchr a prods 
The cost of a comparable unconstrained program can serve as a 
base for staticlestimates only «under quiitersstpingene 
conditions: 

i) none of the households in income groups receiving 
assistance under the unconstrained program can have 
rents below the threshold level for support. 

ii) none of the households in income groups which do not 

receive assistance under the unconstrained programs 


can have rents above the support threshold under the 


constrained program. 
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Figure’ '7. 2 


Rent Payments by Households, Given Income: 
Mean RentBelow Threshold 


a) Narrow dispersion of rents 


Proportion 
OL 
households 


ye) 


R=.25Y “Rene 


b) Wide dispersion of rents 


Proportion 
of 
Households 


ve) | 


R320. Rent 


If either of these conditions are not fulfilled,” a 


static estimate of the costs of a constrained program must 
exceed the costs of an unconstrained program with the same 


support rate and threshold rent for eligibility. 
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CHAPTER 8: CONCLUSIONS 


1.0 The Role of Complementary Policies 


This study, as stated in its introduction, has examined 
rental housing policies that are complementary to rent 
regulation. These policies consist of those that can be used 
in conjunction with rent regulation to achieve the objectives 
Of housing policy. THe] TINtEoductionarso- suggested the 
reason for such a study. Any policy has strengths and 
weaknesses with respect to the different aspects of its 
performance. A policy should be deployed toward those 
objectives for which it has a comparative advantage. While a 
policy may be superior with respect to some objectives, it 
may perform poorly with respect to other dimensions. Indeed, 
the costs of its superior performance with respect to one 
policy objective may be the creation of harmful side-effects 
in others. Given the mosaic of goals (Chapter 3) toward 
which housing policy is directed, it is not possible for them 
to be achieved by a single policy instrument. 

Thies eviratner (Obey rousirebpsery abionssanave oprofound 
impuicattonss for! thea cenduetaef thousing: polacyyor anyother 
type wer teconomicoor) social (po lticy.7 1 They Various: pol rcies 
available to government should be arranged together in such a 
way that its chosen policy objectives be attained at least 


cost. 


2.0 The Interrelation Between Budgetary and Non-budgetary 
Policy 


The policies assessed in this study. share 4 common 


characteristic that they impose budgetary costs in order to 
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realize their objectives. Some are expenditure policies 
which require governments (to obtain funds to carry oue cic 
expenditures. Others work through tax incentives which 
require governments to forego revenues, thereby inducing 
behaviour by taxpayers which contributes to) the, poducy 
objectives. In addition, budgetary programs can impose costs 
upon households’ in ways other “than, through thes need to 
finance government's expenditures or lost revenues. For 
example, as discussed earlier, housing allowances could under 
unfavourable conditions impose costs on non-target households 
by placing upward pressure on the level of market rents. 

Budgetary programs may be compared to non-budgetary 
programs. Non-budgetary programs are not costless. Rather, 
they impose burdens upon market participants, primarily 
tenants and landlords. Much of the apparent appeal of non- 
budgetary policies. results because ,the. costs.of these 
policies are very difficult to measure in any concrete form. 
More particularly, these costs do not have to pass the 
scrutiny of a parliament on an annual basis in the same way 
as budgetary policies do. Contrary to some popular opinion, 
there is nothing to suggest that non-budgetary policies 
achieve their objectives more efficiently than do budgetary 
policies. 

One further connection between budgetary and non- 
budgetary policies should be noted. Fachmtvoe Of spo liga 
when used to promote one policy objective, may produce side- 
effects that create a need for the other byes OLs pod .Cy. 
For example, a non-budgetary policy such as rent regulation, 
may reduce rent gouging. However, a form of rent regulation 


which substantially reduces rents from what they would have 
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been without regulation may be expected to discourage the 
Supply of new rental accommodation, with consequent costs to 
those participating in the rental market. As "a result; 
politicians may be put under pressure to offset the lack of 
new supply by initiating and expanding budgetary programs 
that either induce additional supply from private suppliers 
Or réplace private supply through sources of public supply. 
In either case, the consequence of non-budgetary policies may 
lead to the expanded scope of budgetary policies, with direct 


costs to government. 


2.0) The, Performance, of ,Comp lementary. Policies 


Housing allowances, in one form or another, have gained 
the endorsement of many groups such as the Ontario Economic 
Council, the Canadian Council on Social Development and the 
Canadian Home Builders' Association. The appeal of housing 
allowances is understandable on the basis of the analysis of 
complementary policies on a goal by goal basis. 

Much emphasis had been placed on adequacy of income (one 
dimension of affordable housing), as an objective of housing 
policy in recent years. From this perspective, a housing 
allowance based on prevailing rental levels appears to be 
Glearly superior to other policies. “Horizontal vequity “can De 
assured because households in comparable circumstances, even 
when account is taken of differential housing costs, can be 
treated ‘equally. “Similarly, "a degree'of  progressivity can™be 
built into a’housing allowance to reflect concerns about 
vertical equity. In effect, unconstrained housing allowances 
can deliver assistance to a defined target group without much 


spill-over beyond the target group. The only likely sources 
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of spill-over would be through changes in income between 
review periods or through misrepresentation of income by 
beneficiaries. 

Housing» allowances can achieve: these effect sigwvth 
respect to adequacy of income without undue side effects in 
other areas. The evidence suggests that unconstrained 
housing allowances would not put any significant upward 
pressure on market rents. Moreover, these housing allowances 
are fully compatible with economic efficiency. Households 
are encouraged to balance their housing needs with other 
types of spending. in addi tion i ethe incentive memains to 
seek out the best employment opportunities regardless of 
location without fear of jeopardizing» aeccess/ tossubsidized 
housing by having to change location. 

Other programs may also offer some of the advantages of 
unconstrained housing allowances with respect to adequacy of 
income. Iny theory? both Spubdsise yh ou siing, gen oie eed 
subsidies can be implemented so as to confine assistance to 
the target group. Unfortunately, however, experience with 
both these programs shows that receipt of assistance is a 
"hati or miss”: proposition tor menbersrotri the targes «come. 
In, other words, these) programs |do well with, respect sto 
Vertical equity, but perform poorly interns of nomuzon tad 
equity. They directesubstant iailbagsi stance tec a few. merc 
bangetuqroup, butsnothings tor otieric. These programs also 
suffer by tying benefits to the occupancy of specified units. 
Households will not value the benefits as highly as equal 
expenditure on programs that give them the benefit of choice. 


The tying of benefits to specified units also creates 
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disincentives for the efficient use of housing and for the 
mobility of labour. 

The other dimension of affordable housing is adequacy of 
housing. From this perspective, a constrained housing 
allowance appears to be superior to other policies. Such an 
atlowance™” creates “strong” imcentives” tor many target 
households to increase their expenditures on housing. This 
incentive ‘arises at the expense of both vertical and 
horizontal equity. Some higher income households would be 
assisted to a greater extent than lower income households 
beéause" they” are’ willing “to” spend more on housing. 
Similarly Pp not all housenowds Of Simrvar income wit “be 
treated alike. 

Constrained housing allowances are likely to be more 
successful than either direct subsidies or public housing in 
increasing the supply of rental housing. Housing allowances 
work by increasing the demand for housing whereas the other 
policies work through replacing or augmenting supply. The 
net addition to rental housing from these sources will be 
less than the housing built under the demand program because 
of the displacement effect earlier described. Under the most 
Pikelry ‘conditions *in rental markets, this* displacement effect 
wi [Sper subs Can t4 alr. Eacir sof these” al’ternmratives* to 
constrained housing allowances suffer the additional 
disadvantages, also discussed above,that they do not offer a 
free choice of housing and they interfere with economic 
efficiency. 

Some-or’the* policies Considered*in thrststudy offer” a 
measure of protection against” rent gouging by raising 


household income, whereas others provide protection by 
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offering alternative sources of housing. However, none of 
these policies can be effective in preventing rent gouging, 
if this is perceived to be a problem.» Their failure toydo so 
is fully understandable, and is inherent in their design. 
Most such policies provide assistance to households of 
incentives to landlords and developers on a broad basis. The 
exception is the directed subsidy which requires landlords to 
meet certain: Gonda tions) for Gncdiisio nein .the programs 
Overall, however, these programs do,not provide forsdirece 
intervention into the terms of the relationship between 
tenant and landlord and, as a consequence, could not deal 
with possible instances where landlords might take advantage 
of vulnerable tenants, such as the elderly and single 
parents, to charge above market rents. 

Finally, the programs differ substantially in the degree 
to which they affect security of tenure. Any program, to the 
extent it improves adequacy of income, whether by increasing 
household income or by decreasing effective rent, helps to 
Overcome economic obstacles to secure tenure. Beyond this 
Similarity, however, the policies differ in detail. Some 
policies, such as the various forms of housing allowances, 
enhance, security (of, stenuresiregardiess Lot pthey mccuprentis 
choice of housing. “Others; particulardyipubLics Noucsunogr and 
directed subsidies, require households to occupy designated 
housing in order to gain the benefit of enhanced security. 
As noted in the analysis, this requirement poses a dilemma 
for any household which has some expectation that it will not 
always gualify for assistance in the future. At that time, 


it may be forced to seek other accommodation. 
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4.0 The Performance of Rent Control 


The housing programs reviewed in this study are comple- 
mentary to rent controls in the sense that they can be used 
in combination with rent controls to achieve the objectives 
of housing policy. However, there is not a single method 
through which complementary policies may be most effectively 
combined with rent regulation. Since these policies can be 
combined dim asmuletitudegot Ways, ChescnoiceecoOf£ tire 
appropriate combination becomes especially important, 
particularly in terms of effectiveness for cost. 

Rent controls were not themselves subjected to the same 
assessment in this study as were the complementary policies 
yet enough evidence exists from other sources to make at 
least a preliminary assessment of the strengths and 
weaknesses of controls in achieving particular objectives 
relative to the complementary policies assessed in this 
Study. Stanbury (1984a) and Stanbury and Vertinsky (1985) 
have presented extensive material on the ability of rent 
controls to achieve their stated objectives. Their analysis 
suggests that the weaknesses of rent controls correspond to 
the strengths of the complementary policies and, to a degree, 
vice-versa. 

Complementary policies, LNeEparthcuilarciehousing 
allowances, are capable of achieving the adequacy of income 
objective veffectively by directing@assistance to target 
households. In contrast Perentecontrows ony “do ‘sorwin a 
haphazard way. Benefits accrue to households well beyond the 
target group, sometimes by a substantial margin. Moreover, 


rent controls do not provide benefits uniformly, or even at 


447 


ald sto ald menbers sob Vthe carcget *ghoup. Stanbury and 


Vertinsky (1985) conclude as follows: 


1) For tenants Living in rent controlled wunies 
83.5%. of the«totalubencbitts) went, to tehep Sos iok 
tenant households with an annual income above 
$15,000: ins 19:8... °The244%.0f tenants withegancones 
under $15,000 received only 6.50%. Of {one sro ra | 
benefits. The <24% .ofsitenants .wiethi ashouseno iad 
income above $25,000 received 38.4% of the total 
pecuniary benefits -- an average of $432 per house- 
hold per year. In contrast, households below 
$1:570000 cecetive only aboutyslo2tper trea mwamn 
benefits in the form of rent below the equilibrium 
level. 





17) While tenants in the controlled sector 
received sonea!'S2.2 8S omission eimnemven Macon tipoel 
benefits, those in the uncontrolled sector (but not 
living: ansociady housing) epaid some eS 34iyini lal onteim 
higher rents because of rent control. Some 77% of 
the total higher rent payments were made by the 72% 
of households “in v.the- vancontrolledwesector, wien 
incomes above $20,000 in 1981. 


iv) While households with an income below $20,000 
(recall the average in 1981 was Si7,600) 41m tie 
controdledusectors rece vedi somensoily mitsnoernein 
pecuniary benefits; those “in, the waconmtro lied 
sector, paid. highenmencnts Zamount eng )itormabouE S32 
Mal Cronm in eyo ea C6 =a 





They amplify their observations with respect to those 


households harmed by rent regulation: 


-».we have cited some studies...which suggest that 
thermain ‘benef iciaries: ote iremty con trel sawenze 
renters who would be: able to enjoy atfordable 
housing insany@ease!, Indeed, some ofethetitcosts, 
of controls were incurred by new entrants to the 
rental housing markets (often young singles with 
lower incomes or elderly moving from the homeowner- 
ship: sectom) .whopihads stogta nde houstinc sine 
uncontrolled sector. “The "mobile", “ununeormed. 
and the new entrants have been more vulnerable to 
"black markets" and find it more difficult in some 
cases to utilize the regulatory machinery because 
of high transaction costs. (7-13) 
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Stanbury and Vertinsky (1985) suggest a better 


performance tof rent) 'controlse’with respect ‘to’ iother 


objectives: 


On balance, it appears that Ontario's rent controls 
have largely achieved objectives 1 [rent gouging] 
and 5 [stabilizing therpath of adjustment |<... G7— 
16) 


With respect to the objective of rent gouging, they state: 


Our “anal ys Us) (indicategrthalithemsyctentuhas 

generally prevented. goudisn0, a Obwiect hyeril.) 

although as Stanburyss.poImes, Out, the term) nas 

several meanings. (7-10) 
The latter objective, for which Stanbury and Vertinsky (1985) 
identified success for rent controls -- stabilizing the path 
of adjustment -- was not considered for complementary 
poticies in this Study. y Theimasn reason fomithisi0omission 
was that this objective was a short-run policy objective, 
whereas complementary policies appear best suited for dealing 
with longer run problems in the rental housing market. 

Any benefits perceived from rent controls cannot be 
derived without costs elsewhere. In particular, the benefits 
from rent controls must ibe, balanced with its costs with 


respect to adequacy of housing. Stanbury and Vertinsky 


(1985) suggest that: 


Rent, regulation, has. done little. to assune,that 
there is an adequate supply of "decent, affordable" 
rental housing for those with low, to moderate 
income (Objective 4). Since, rent; controds have 
been in effect in Ontario, the supply of new rental 
units has decreased, as the following data on 
average annual rental starts indicates 


1969-19 74 Bode AIS 


1975-1979 1462759) urees 
1980-1984 4A A9T unt ts 
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We note tthiae@ new rental®starts !febi- abtageime 
that vacancy rates were also falling. (7-14) 


Stanbury and Vertinsky (1985) doi nob attributes this 


decline in rental starts solely or even primarily to rent 


CONCECIS se thiey Stare: 


While controls have definitely pushed up the costs 
and the risks associated with supplying new rental 
units, the significant *decline, in new construction 
of rental ‘units sance controls,» were®introeduced 
cannot be attributed only or even mainly to their 
inte@coductivon. “In our opinion the  demograparc isiiie 
(Aves, ‘A signiticant ly lower, eve. Of JNcheace sg 
population) was the major factor to which supply of 
new rental housing responded. (7-15) 


This “view can be Veontrasved with striae of lisinensand 


Tomlinson who argue: 


Rent control has substantially depressed new rental 
hous Wng ws tarts amriOntaer vo event though srewihy 
constructed dwellings are exempt from the controls. 
The steady decline in the real cash flow and real 
capital value of existing réntal dwellings under 
rentiicontrol qreatly reducesnthe des inability. Of 
investing in new rental housing by changing the 
investment climate and creating fears that controls 
would eventually be extended with the same 


consequences to newly constructed projects. (1981, 
De 97) 


The demographic factors cited by Stanbury and Vertinsky 


(1985) are not in themselves enough to account for the change 


in starts. They state: 


--wWhile annual average rental starts were falling 
by 62% between 1969-74 and 1978-79, new household 
formation was falling by 18% between 1971-76 and 
1976-81. Although average annual household forma- 
tron continued to fall (by 28%: between: 0976-61 sand 
1981-86e), annual average rental starts?were the 
same between 1975-79 and 1980-84. (6-75) 


stanbury and vertinsky also raise the possibility of other 


causal factors, such as increased nominal and real interest 
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rates, higher unemployment rates, growth of per capital 
income, the misclassification of condominiums built for 
rental purposes, income tax changes and revisions to the 
Landlord and Tenant Act in 1970 and 1975.(1) Clearly, the 
SiLect, OF2 rent controls on the supply of rental housing is 
Very. ditfii cult, toyudisentang Lesfrom sotthie maforcesst hat 
influence rental starts. However, a clearer picture of the 
effect..of rent..controls.on,-the-iprivate—supplyroferental 
housing can be gained from examining the changing composition 
of rental Starts. Evidence which Stanbury and Vertinsky 
(1985) present from Smith and Tomlinson (1981) are shown in 
Bab ie o3 wl, It. appearss Ehaterentpcontnots«~have, peensa 
substantial influence, among other factors, on the private 
Supple, eofs rental, uni bs: This supports the earlier observa- 
tion that non-budgetary policies may through their side- 
effects induce pressures for increased budgetary programs. 
This phenomenon has very important direct cost conseguences 
for government, particularly provincial governments at this 


time. 


Se The: Choice or Polleyvain Perspective 


The minimization of the costs to society of achieving 
Hporicy goa ls\.ls san impor vent weit. sid, Digan Cpe. aor 
governments at any time. At present, however, there are 
additional factors which make this principle especially 
important for the formulation of housing policy in Ontario. 
First, the provincial government has announced the extension 
of rent controls coverage to include nearly all rental units, 
regardless of date of construction or level of wae Second, 


the federal government appears to be on the verge of changing 
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TABLE, 851 


Composition of Rental Housing Starts 


Private unsubsidized Government-assisted 
starts Starts 
1969-74 PAT ae S57 1d 
1975-80 6,240 Br 35 








SOURCE: Smith and Tomlinson (1981) fromystanburny and 
Vertinsky (1985) p. 6-80. 
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its approach to housing policy by transferring responsibility 
for social housing programs to provincial control (see Ch. 3, 
pp. 176-77). These developments underline the urgency of 
developing the best choicesot polacies. -The ticet factor, 
the extension of rent controls, means that their undesirable 
effects, whatever their present extent, will be exacerbated. 
In particular, side-effects which previously have led to 
increased governmental responsibility for public housing are 
likely to be increased. The second factor, changing federal 
policies aincreases the “significance ofsthe) first: The 
increased demand for public finance of rental housing is 
likey Goo ecbring increased pressure on tthe previncna | 
government at the very time when the federal government is 
seeking to reduce or prevent the extension of its own 
commitments to further expenditures. The combined effect of 
these two developments makes the choice of an appropriate 
mix -Of complementary) poluctes: even imore (ditiicult “and 


important than it has been in the past. 
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Note to Chapter 8 


tek) 


Under cross-examination during the June 24th, 1985 
hearing of the Commission of Inquiry into Residential 
Tenancies, Stanbury indicated that the demographic shift 
was not the major factor as indicated above. Rather the 
combined impact of) 'these warious "factors was: kikely 
responsible (See, also Stanbury and Vertinsky, 1985, pp. 
Oo eo) tons). 
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